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Abstract
The business environment of the 1990s has seen a shift in firms’ emphasis away
from recruiting new customers, towards nurturing and retaining those that they
currently have (Palmer, 1996). The marketing emphasis has moved from customer
acquisition to customer retention. Reicheld, (1996a) has identified a link between
customer and employee retention, but this link has not been extrapolated by many
researchers. For the purpose of this study, the researcher proposes to examine this
link.

A large number of people who work for organisations are no longer what would be
termed “traditional” employees of those organisations, i.e. employees for life. These
trends are unlikely to reverse themselves anytime soon. In fact, they will probably
accelerate (Drucker, 2002). Furthermore, a lot of firms are loaded with dead wood.
For example, several companies are struggling with the problem of employees
whose productivity stopped growing years ago. The old promise of lifetime
employment attracted people who, in the new competitive environment, no longer
earn their salaries. Cutting their defection rates will not create value. This problem
is not confined to old-timers; in any company, some new hires turn out to lack the
skills or motivation they need. Holding onto them destroys value (Reicheld, 1996a).

The research centres on the pertinent topic of employee retention in the ser\dces
industry, focusing particularly on the Hotel Sector.

The link proposed by the

researcher is one that has not been undertaken previously in the hotel sector in
Ireland and thus can be seen as pioneering in this regard. Much research has been
carried out on customer retention and indeed many researchers have examined the
link between customer retention and increased profitability, however these studies
focus generally on the links between customer retention and service quality, service
recovery, customer satisfaction, sales revenue and profitability.

The underlying

principle of this research is the existence of a link between employee and customer
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retention. The researcher puts forward the concept that employee retention has an
indirect impact on customer retention, as customers develop relational bonds with
particular service employees and as a result continue to patronage the same service
provider, thus resulting in the service achieving the much sought after customer
loyalty.

This study uses questionnaires to gather the perceptions of both employees and
customers. In all 355 customer questionnaires and 187 employee questionnaires form
the basis of the empirical research. The customer questionnaires were completed at
Cork airport with outgoing tourists surveyed.

The employee questionnaires were

administered in ten different hotels and were completed by long standing employees
working in various areas of the hotel. Both perceptions were vital in establishing the
fact that employee retention has an indirect impact on customer retention.

Other significant research findings show the important role that internal marketing
plays in retaining employees, the necessity for employee empowerment and the
importance of employees in improving customer satisfaction as well as retention
ratings. In this era of Relationship Marketing, this research proves that the human
touch is fundamental to customer retention in the services industry, and is the primary
reason for customers returning to the same hotel.
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1.1

Introduction

The working environment which the labour force find themselves in has changed
dramatically in the last few years. The business environment of the 1990’s has seen
a shift in firms’ emphasis away from recruiting new customers, towards nurturing
and retaining those that they currently have (Palmer, 1996).

People who once

obtained a job kept this job for life whereas now, workers are constantly on the
move looking for new employment with better benefits, wages, working
relationships and the chance of promotion. A large number of people who work for
organisations are no longer traditional employees of those organisations.

These

trends are unlikely to reverse themselves anytime soon, in fact, they will probably
accelerate (Drucker, 2002).

The outsourcing of employees and employee relations is an international trend. It is
not surprising that employers (especially smaller companies, which constitute the
overwhelming majority) complain bitterly that they have no time to work on
products and services, on customers and markets, on quality and distribution - that
is, they have no time to work on results. Instead, they work on problems - that is,
on employee regulations. It is actually more important today for organisations to
pay close attention to the health and well-being of all their workers than it was 50
years ago (Drucker, 2002). One of the main reasons as to why employers must
satisfy their staff is that simply they have more choice. Employees now can change
jobs up to four times a year. Employers have to look at ways to keep the staff that
they have and continually look at ways to satisfy their employees. It is widely
accepted that satisfied customers will be more difficult to retain without a satisfied
workforce.
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1.2

The Importance of the Hotel Industry in Ireland

According to the Irish Hotels Federation website: '‘‘Irish tourism has brought many
benefits to the Irish economy and society. Tourism now supports one in twelve jobs,
it is Ireland’s largest indigenous industry employing some 150,000 people" (IHF
Submission to Review of Tourism Policy, 2003). The Irish Hotels Federation state
that September 9/11 has left a lasting influence on the hotel Industry. Ireland is not
alone in this trend, there is a similar pattern across most European destinations,
"Paris hotels are seeing occupancy rates sinking to 25yo in recent weeks as
compared to a normal 60% for this time ofyear. Key Italian resorts including Rome
and Venice are down 50%, while London is reporting a drop of 64%o compared to
2001" (IHF Submission to Review of Tourism Policy, 2003).

According to Jim

Murphy President of the Irish Hotels Federation, the sector must remain positive and
continue to strive forward in the face of these difficulties.

Third generation hotelier, Michael Rosney of Killeen House Hotel, took the
opportunity to say that hospitality begins with the first point of contact, the
brochure, the phone call or the e-mail that leads the guest to make a reservation,
(IHF Submission to Review of Tourism Policy, 2003).

It continues with the

genuine welcome the guest receives on arrival, the suitability of the property to the
guests expectations and the positive interactive relationships between staff and
guests. And when hospitality is good, the theory is that guests repeat the visit time
and again, a theory which seems to be working for the Rosney’s, whose golf-driven
hotel property can enjoy anything up to 70% repeat and direct referral business from
past guests.

Mr Rosney urged hoteliers to keep Irish hospitality alive, providing his own unique
definition of the term as ‘the triumph of ego over bank balance’ - it is far more
important to send a guest home happy than it is to maximise the revenue you part
from him!
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Staffing is the number one concern for Hotel managers ranking ahead of occupancy
rates and the economic climate according to a major survey of Hotels in Ireland and
the UK which was undertaken in 2002.

The survey was based on over 4,500

individual inspections and consultations in the UK and Ireland.

As part of the

survey, the hotel managers were asked to give their personal thoughts on what
aspects of hotels add to, or detract from, overall quality.

The results show that:

A good hotel ensures:

1.
2.

Good Housekeeping and Cleanliness
Positive, proactive hospitality

A poor hotel consists of:

1.

Rude or thoughtless staff

(M’M'vt’, quire land, ie)

It follows then that staff who contribute positively to the hotel are likely to improve
customer satisfaction ratings.

Chapter 1: Introduction

Background to the Thesis and Research Objectives

1.3

This study was undertaken to understand the role of employee retention in the
service industry, examining in particular the link between employee retention and
customer retention. It was decided to conduct the study in the services industry
primarily the hotel sector as the hotel industry plays a major role in the services
sector and is an important contributor to the Irish economy. The hotel industry was
also chosen as it is one of the main services where customers are constantly in
contact with staff.

It also has a high characteristic of intangibility where the

customer cannot “see or touch” the service i.e. interaction with staff, hotel service
etc.

Figure 1.1

Relative Tangibility and Intangibility
Highly

Highly

Intangible

Tangible

Marketing

Hotel

BurgerKing

Car Sales

Salt

Consultancy
Source: Adapted from Rogan, (2003)

The dominant question then to be answered in this study is whether or not employee
retention has an indirect impact on customer retention in the Irish Hotel Industry.

The research objectives of this study further broken down as follows:

•

To understand the elements of customer satisfaction.
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•

To determine what causes customers to stay and return to organisations.

•

To research the benefits of customer retention.

•

To examine the advantages of employee retention.

•

To establish if there is a link between employee retention and customer
retention.

Such a study has not been previously undertaken in the Irish Hotel Industry and thus
can be seen as pioneering. Customer and Employee Retention are becoming more
and more important in an ever-changing labour force where employees are
constantly moving jobs and customers are less loyal than ever before. It is essential
therefore that the literature takes more responsibility in effectively guiding research
in the area and thus directing and informing practitioners of the dominant findings.

To ensure all topics central to the research question were properly researched, a
detailed review of the literature was undertaken.

1.4

Research Topics

The Literature examines five topics to gain a thorough understanding of both
employee and customer retention.

The services marketing section identifies the

importance of services in Ireland and the reasons for its huge growth in the recent
decade. A service is any activity or benefit that is largely intangible in nature. If
any one element of the service results in dissatisfaction, this can influence the
customer’s general perception of the service offering.

The challenge for the

researcher is to look at services marketing and see how relationship marketing has
evolved from this and how it affects customer retention. Relationships play a major
role in services marketing. The nature of a service is relationship based as there is
always direct contact between the customer and employee. It is therefore possible to
create relationships based on this direct contact.
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Internal marketing is then discussed with an examination of the importance of
employee retention.

Internal marketing looks at how to keep your staff by

marketing internally to them. It is a very significant factor in ensuring happiness in
the workplace.

Employee Retention and Customer Satisfaction follow on from this.

These are

important factors in developing a relationship with a customer and ultimately
developing positive employee retention rates. A customer must be satisfied with the
service that they receive if they are to become loyal to that hotel. Customer loyalty
and Loyalty Programmes are the next section in the literature review, these are used
as a marketing tool to create and maintain customer loyalty by offering the
customers something of value and thus are examined in this context. Customer
Retention is the final topic to be examined in the literature review. The researcher
examines the topic in relation to the preceding subjects in order to gain an
understanding of the link between employee and customer retention.

There follows then a detailed analysis of such literature, the research methodology,
the dominant findings and a discussion of same.

Chapter 2: Literature Review

Chapter 2

Literature Review

Chapter 2: Literature Review

Foreword
The Literature Review is structured around five main topics, an understanding of which
is essential to the researcher’s quest of fully understanding the dominant issues
surrounding the research topic. Such an understanding effectively guides the collection
of primary data allowing for the generation of significant findings and conclusions
concerning the research topic. An outline of the literature is presented below.

Figure 2.1
Outline of Literature Review
Services Marketing

Relationship Marketing

Internal Marketing

Employee Retention & Customer Satisfaction

Customer Loyalty& Loyalty Programmes, Customer Retention
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Introduction to Services Marketing

2.1

Services Marketing is defined by Berry, (1984) as

deed, performance, or an effort

which is rendered by one party for another''. One of the dominant theories within
services marketing is that few products can be classified as a pure good or pure service.
For example, if you purchase a computer you also buy the friendliness and efficiency of
staff. Most products therefore, can be considered to have a tangible and intangible
element. In line with this thinking Levitt, (1983) has observed, ''there are no such
things as service industries. There are only industries whose service components are
greater or less than those of other industries. Everybody is in service".

One can however, distinguish between high contact services and those where little or no
contact takes place. Despite this, the fact remains that the quality of the service is
inseparable from the service provider. Marketers must ensure that they have the right
service personnel to provide the level of service the customer expects. They must also
devote resources to the training and development of their service personnel.

Services Marketing as depicted by Gronroos, (1984) consists of:
•

Internal Marketing

•

External Marketing

•

Interactive Marketing

10
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Figure 2.2

The Services Triangle

Internal Marketing, which is the strengthening of the bonds between the company and
the employee, will be discussed in Section 2.4 of the this chapter. This aspect of
services marketing is fundamental to the proposition of this thesis.

Interactive

Marketing is defined as the interaction that takes place between employees and
customers.

External Marketing is the most common form, it is where classical

marketing research and communications programmes are aimed at customers as
conducted by the marketing department.

2.2

The Services Marketing Mix

The marketing mix is one of the most fundamental concepts in marketing. It is the set
of tools firms use in order to pursue it marketing objectives in the target market. The
marketing mix for services originates from the 4 p’s of product marketing.

Many

marketing theorists would argue however, that the traditional “four p’s” framework
needs to be expanded for services so as to include an additional P: People. Certainly the
provision of services is normally people intensive; in many cases the service cannot be
separated from the person providing it.

11
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Other theorists consider that additional P’s such as Process and Physical Evidence
should also be included.

For the purpose of the thesis, the researcher found it

imperative to discuss the additional three p’s for services marketing as the study is
prepared for and conducted within the service industry.

People
Dearick et al., (1997) states that people are an important aspect of the services
marketing mix, as in many circumstances the service cannot be separated from the
person providing it. The problem for marketers is that it can be difficult to ensure
uniformity in quality of service.

With manufactured products, uniformity can be

achieved with quality control techniques, which can be highly mechanised.
Increasingly, service providers are coming to recognise that competitive advantage can
be gained through the quality of their staff. This implies a need for adequate training,
especially for those who come into contact with customers; this is discussed in more
detail in section 2.9 of the literature review. Dearick et al., (1997) states that service
strategy can be seen as a combination of a firm’s marketing and human resource
strategies. This can be categorised as either a relationship-based marketing strategy,
which emphasises customers’ loyalty to the firm, or in contrast, a transaction based
strategy, which emphasises volume, resulting in lots of customers with no expectation
of loyalty as examined in section 2.3.3 of the literature review.

Physical Evidence
Physical Evidence relates to the tangible objects encountered by customers in the
service delivery environment as well as to tangible metaphors used in such
communications as advertising, symbols and trademarks. Physical surroundings help to
shape appropriate feelings and reactions among customers and employees.

12
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Due to the fact that service performances are intangible, physical evidence gives clues
as to the quality of service, and in some cases will strongly influence how customers
evaluate the service. For example, the clean streets of Disneyland Paris, plus employees
in colourful costumes, all contribute to the sense of fun and excitement that visitors
encounter on arrival and throughout their visit (Lovelock et al., 1999).

Process

In services marketing, customers are often involved in service production, marketers
need to understand the nature of the processes to which their customers may be
exposed. A process is a particular method of operation or a series of actions, typically
involving multiple steps that often need to take place in a defined sequence. Service
processes range from relatively simple procedures involving only a few steps to highly
complex activities. A process implies taking an input and transforming it into output.
There are two broad categories of processes in services; People and Possessions
(Lovelock, et al., 1999). Table 2.1 outlines a description of the nature of the service act
incorporating these processes.

13

Chapter 2: Literature Review

Table 2.1

Understanding the Nature of the Service Act

What is the nature of the Who or what is the direct recipient of the service?
service act?

People

Tangible Actions

(People Processing)

Possessions
(Possession Processing)

Services directed at people’s Services

Intangible actions

directed

at

bodies:

physical possessions:

Passenger transportation

Freight transportation

Healthcare

Repair and maintenance

Lodging

Warehousing/storage

Beauty Salons

Office cleaning services

Physical Therapy

Retail distribution

Fitness centres

Laundry and dry cleaning

Restaurants/bars

Refuelling

Hairdressers

Landscaping/gardening

Funeral services

Disposal/recycling

(Mental stimulus processing)

(Information processing)

Services directed at people’s Services

directed

minds:

intangible assets:

Advertising/PR

Accounting

Arts and entertainment

Banking

Broadcasting/cable

Data processing

Management consulting

Data transmission

Education

Insurance

Information services

Legal services

Music concerts

Programming

Physiotherapy

Research

Religion

Securities investment

Voice telephone

Software consulting

at

Source: Lovelock et at., (1999)
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2.2.1 The Importance of Services in Ireland
The service economy is of huge importance. The service employee being the crucial
link to an organisation’s success.

Wharton and Erickson, (1993) propose that the

growth of the service sector means that more and more employees will be required to
fulfil this role. Services are of particular importance to the Irish economy. In 2004, the
Central Statistics Office labour force survey showed that 1,130,400 people worked in
services; this means that approximately three out of every five people worked in
services. The number of those employed in hotels and restaurants was 116,100. This is
a very high figure and shows just how important the service industry is to Ireland. A
scrv'icc economy is defined as one in which more than half of the workforce are
working in services; the Irish economy therefore comes under this description.

In

Ireland, the principal aggregates for all Selected Services Enterprises in 14 Businesses
in the State in 2001 (most recent statistics) were as follows:

Table 2.2

Principal Aggregates for Hotels in Ireland

Turnover
Total
Description
excl VAT
Number of
of Business
(EUR
Enterprises
000)
1,822,577
Hotels
658
Number
Turnover
Description
of
excl VAT
of Business
Persons
(EUR 000)
Engaged
1,822,577
Hotels
35,290

Total Purchases excl VAT
(EUR 000)

VAT on Gross Value
Turnover Added (EUR
(EUR 000)
000)

1,012,823

288,556

809,959

Full-Time Employees

Part-Time
Employees

Total
Number of
Employees

22,190

12,275

34,465

Source: www.cso.ie

This study was conducted in 2001 on the hotel industry. It shows the various figures for
turnover, numbers employed by hotels and their gross value added figure for Ireland.

15
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2.2.2

•

Reasons for Growth in Services
New services to meet new needs

Changing consumer and organisational needs contributed to the growth in
services. Consumers’ consciousness of the importance of health and leisure
meant an increase in demand for associated services. The growth in electronic
commerce also required creation and support services.

•

Social Trends

More women in the workforce, increased leisure time and increased consumer
sophistication have all contributed to the demand for services. More emphasis is
being placed by consumers on convenience, and in many cases it is more
convenient to use a service than to do the work oneself.

•

Demographic Trends
Increased life expectancy, lower marriage rates and smaller family sizes mean
that people are living longer and have more disposable income. In industrialised
countries, when people have more money to spend they will be more likely to
buy non-essential items, and many services have benefited as a result.
(Rogan, 2000).
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2.2.3
Figure 2.3

The Service Experience
The Servunction Model

The Servunction Model developed by Langeard et ah, (1981) emphasises the
experiential aspects of service consumption.

It is based on organisations providing

consumers with complex bundles of benefits. In the servunction model, there are the
visible and the invisible aspects of the service. The visible part consists of the physical
environment within which the service experience occurs.

The visible part of the

organisation in order to function effectively is supported by the invisible aspect of the
organisation. Staff and other customers as well as the decor and physical evidence that
interact with the customer are effectively delivering the service.
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As ean be seen from this model, people are a very important aspect of the model and for
many companies, they are seen as an integral part of the visible aspect of the service.
The contact person can be used in a strategic manner in order to gain a competitive
advantage.

Aer Lingus for example have looked on their staff as a competitive

advantage and a means to differentiate themselves against other competitors.

Aer

Lingus is a People Business and as such believes its future depends on its ability to
satisfy its target customers in a way, which gives it an edge over competitors (Dibb et
al., 2001).

One of the key elements to remember when dealing with services marketing is that it is
very different to that of goods marketing. To understand the differences between both,
it is necessary to highlight the characteristics of services. The same basic principles of
marketing products apply also to the marketing of services but the characteristics of
serv'ices imply that some adaptation in marketing practice is required.

2.2.4

Service Characteristics

Services have four basic characteristics as defined by Zeithaml et al., (1985):

1.

Intangibility

2

Inseparability

.

3.

Heterogenity

4.

Perishability

1.

Intangibility

Services cannot be seen, touched nor can they be possessed. One cannot judge for
example, how a holiday will be until after they have been. Services have a few tangible
attributes called Search Qualities that can be viewed prior to purchase, for example
pictures of the hotel room or testimonials from satisfied visitors. Services are rich in

18

Chapter 2: Literature Review

experience and credence qualities. Experience qualities are those that can be assessed
only after purchase and consumption.

Credence qualities are those that cannot be

assessed even after purchase and consumption for example a medical diagnosis.

2.

Inseparability

The consumption of services is inseparable from its delivery.

The producer and

consumer must interact in order for the benefits of the service to be realised. In the
extreme cases of personal care services, the customer must be present during the entire
production process for example a hairdresser cannot provide the service to the client
unless the client is involved in the service.

3.

Heterogeneity

Services are performances frequently produced by humans so no two services will be
precisely the same or alike. The employees delivering the service frequently are
the service in the eyes of the customer, and people may differ in their performance from
day to day and hour to hour.

It is important to note here that the same applies to

customers receiving the service - they also change from day to day.

Due to this

characteristic it is very difficult to ensure consistent service quality. This factor is very
important in the context of this study as it shows that people are the most important
element in the service performance. If the employee provides a good service, then it is
hoped the customer will be satisfied and return again.

4.

Perishability

Services differ from goods in that they cannot be stored. If one takes the example of a
hotel, the unsold rooms in a hotel cannot be stored until the next day and then sold. The
characteristic of perishability necessitates greater attention to the management of
demand.
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2.2.5

The Service-Profit Chain

The service-profit chain establishes relationships between profitability, customer
loyalty, and employee satisfaction, loyalty, and productivity. The links in the chain,
which are applicable to this thesis, are as follows: loyalty is a direct result of customer
satisfaction, satisfaction is largely influenced by the value of services provided to
customers.

Satisfied, loyal and productive employees create value and employee

satisfaction, which results primarily from high quality support services and policies that
enable employees to deliver results to customers, (see Figure 2.4)
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The Importance of Relationships in Services Marketing

2.2.6

The management of customer relationships is critical in services marketing for three
reasons. First, as Lovelock, (1983) points out, many services by their very nature
require on-going membership.

Second, even when membership is not required,

customers may seek on-going relationships with service providers to reduce the
perceived risk in evaluating services characterised by intangibility and credence
properties.

Berry, (1995) states that thirdly, customers are more likely to form

relationships with individuals and with the organisations they represent than with
goods.

Where the employee plays a major role in shaping the service experience,

the service setting is especially conducive to customers forming relationships with
individual service providers.

Consequently, there have been calls for greater

attention to the role of relationships in services (Gronroos, 1990).

Service firms have always been relationship oriented.
businesses is relationship based.

The nature of service

There is always a direct contact between a

customer and the service firm and this contact makes it possible to create a
relationship with the customer if both parties are interested in doing business this
way. If one takes a hotel for example, once the customer enters the hotel, there is
direct contact between the customer and the person at the desk.

As service firms have grown, the masses of customers have made the establishment
of true relationships more difficult. In growing service businesses, the customer was
turned from a relationship partner into a market share statistic (Gronroos, 1995).

There are two obvious reasons for this:

1. The difficulty to administer a relationship-oriented eustomer contact when
the number of customers is increasing.
2. The growing influence from popular consumer goods-based non-relational
marketing approaches.
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Transaction marketing as an approach to marketing popularised during the 1960’s
and 1970’s made sense for producers of consumer goods with their non-relational
customer contact. McKenna, (1991) and Rapp and Collins, (1990) suggest that to a
considerable degree it makes sense still today, although even in goods marketing a
relational approach is also being called for. The services marketing emphasis on
customer satisfaction and long-term relationships with customers have influenced
goods marketers to think differently about their businesses and their customers.
Webster, (1994) states that many realise that all marketers should place more
emphasis on satisfying customers, preventing defections, and building long-term
relationship.

There exists a consensus however, that a relationship marketing

strategy is well applicable in service businesses, whereas a transaction marketing
strategy may often fit the marketing situation of a consumer goods company.

Thus having reviewed the concept of services marketing and its theoretical
implications, a detailed analysis of relationship marketing is necessitated.
Relationship marketing has its origins in services marketing given that services lend
themselves to direct contact and thus the development of relationships. Relationship
marketing has since its conception grown in importance as a key marketing concept,
and will be explained in detail in the following section.
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Relationship Marketing

“Customer as partner” is the ultimate goal of, yes,
this new paradigm of marketing.
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2.3

Relationship Marketing Defined

Berry, (1983) introduced the concept of relationship marketing, to describe a longerterm approach to marketing. According to Berry (1983) "'Relationship marketing is
applicable when there is an ongoing and periodic desire for the service and when
the customer controls the selection of a service supplier and has alternatives from
which to choose"'. Berry and Parasuraman, (1991) state "Relationship marketing
concerns attracting, developing, and retaining customer relations'". Christopher et
al., (1991) state "relationship marketing has as its concern the dual forces of getting
and keeping customers". In effect, relationship marketing is marketing seen as
relationships, networks and interactions. Relationships require at least two parties
who are in contact with each other, and the focus centres on promoting long-term
customer relationships and loyalty to suppliers.

According to Gummesson, (1987) long-term relationships with customers are
especially important in services, where relationships can be more expensive to
establish. Relationship marketing is defined as attracting, maintaining, and
enhancing customer relationships in multi-service organisations. Gronroos, (1990)
stated

"relationship

marketing

established,

maintained

and

enhanced

commercialised relationships with customers and other partners, at a profit, so that
the objectives of the parties involved were met". Similarly, Shani and Chalasani
define relationship marketing "as an integrated effort to identify, maintain, and
build up a nehvork with individual consumers and to continuously strengthen the
netM’ork for the mutual benefit of both sides, through interactive, individualised and
value-added contacts over a long period of time". Evan and Laskin, (1994) propose
"relationship marketing is the process whereby a firm builds long-term alliances
with both prospective and current customers so that both buyer and seller work
towards a common set of specified goals".
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Although the above definitions differ somewhat, all of them indicate that
relationship marketing has a number of fundamentals at its core:

/. The individual customer-seller relationship
2. Both parties benefit
3. The relationship is longitudinal in nature

Furthermore, the definitions imply that the focus of relationship marketing is on
retaining customers. The benefits of relationship marketing come from continuing
patronage of loyal customers who display decreased price sensitivity over time, a
non-comitant reduction in marketing costs, and partnership actions on the part of
those customers. Relationship quality has been discussed as a bundle of intangible
values, which augments products or services and results in an expected interchange
between buyers and sellers. The more general concept of relationship quality
describes the overall depth and climate of a relationship. Customer service is a key
ingredient in relationship marketing and therefore also in customer retention.
Customer retention is discussed in section 2.9 of the literature review.

As discussed above, different authors have different opinions about what should and
should not be at the core of what constitutes “relationship marketing”. The reasons
for these differences are two-fold:

1. As an emergent perspective, relationship marketing has had only a relatively
short lifetime in which to develop into a fully formed paradigm.

2. Contributors to the development of relationship marketing theory are extremely
varied, both in terms of socio-political heritage and academic background.

Relationship building and management, or what has been labelled relationship
marketing, is one leading new approach to marketing, which has commanded much
attention in the marketing literature. Establishing a relationship, for example with a
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customer, can be divided into two parts: to attract the customer and to build the
relationship with that customer so that the economic goals of that relationship are
achieved.

2.3.1

Relationship Marketing Explained

Despite definitional differences the term relationship marketing has become widely
used and covers a disparate range of activities. Conceptually, relationship marketing
has been positioned variously between being a set of marketing tactics, in which any
interaction between buyers and sellers is described as a relationship, regardless of
the parties’ affective commitment to each other, and a fundamental marketing
philosophy which goes to the core of the marketing concept through its customer
lifetime focus.
For firms, the most rewarding relationships with customers result from continued
investment to create effective loyalty, rather than financially based incentives.
Relationship marketing is being touted as an effective strategy to guide companies
into a long-term bond with customers. However, not all the customers of a service
firm will have or even desire long-term relationships with it or its employees. The
types of relationships that customers seek vary across service providers, and even
across different service situations.

Berry, (1983) states '‘'relationship marketing has expanded beyond its initial
conceptualisation as a firm’s efforts to attract, maintain, and enhance relationships
with customers"'. Morgan and Hunt, (1994) believe that relationship marketing may
be used to describe a plethora of marketing relationships. Such relationships include
relationships with customers, employees, suppliers, trade associations, government
regulatory bodies, unions and investors. However, there is a consensus that the
relationship between the firm and its customers is critical to the firm’s survival and
success.
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Webster, (1992) states that relationships can vary in closeness from repeated
transactions to vertical integration. A unique feature of relationship satisfaction is
that it reflects the outcome of marketing transactions and efforts over time. In other
words, satisfaction is expressed when partners maintain consistently high level of
performance in servicing each other’s needs or in adding value for the end-customer.

There are many concepts that have emerged from relationship marketing.

The

notion of the need to market services internally to the personnel first (Gronroos,
1978; Berry, 1981), the interactive marketing concept (Gronroos, 1995), the
customer relationship life cycle concept and the part time marketer notion
(Gummesson, 1987) are relationship marketing notions and concepts that are derived
from the relational customer interface of service firms.

The importance of the

customer clearly emerged as firms adopted strategies conceived within the concept
of market orientation. Management thinker Drucker, P. (1973) wrote

satisfy the

customer is the mission and purpose of every business”.

2.3.2

Why Choose Relationship Marketing

Reichheld and Sasser, (1990) posit that research has proven that it is far less
expensive to retain a customer than to acquire a new one.

As a customers’

relationship with the company lengthens, companies can increase profits by almost
100% by retaining just 5% more of their customers. (Figure 2.12 in section 2.8.1
shows a graphical presentation of increased profits due to customer retention).

Many studies have demonstrated the positive effects of relationship satisfaction on
the continuity of relationships. Studies demonstrating the positive effect of loyal
customers and relationship oriented marketing strategies on companies’ revenues
and profitability are emerging (Anderson et al., 1994; Kalwani and Narayandas,
1995; Rust and Zahorik, 1993). The benefits of relationship marketing to the selling
party may therefore be evident. However, as argued by Sheth and Parvatiyar, (1995)
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the benefits of relationship marketing can accrue to a marketer if and only if
consumers are willing and able to engage in relationship patronage. In other words,
if customers are not satisfied with the relationship, they are likely to disengage
themselves from it and seek other choices. Thus, it is important for companies to
realise that customer satisfaction is an important parameter for the success of the
relationship marketing strategies of a firm.

According to Peterson, (1995)

“Consumers enter into a marketing relationship because they expect to receive
positive value from their participation'".

2.3.3

Evolution of Relationship Marketing

Instead of the narrow transactional view of marketing, marketing is now
increasingly seen as being concerned with relationships. Whilst some relationships
do not involve any social relationship or interaction, other relationships may involve
many interactions between customers and employees, which evolve over long
periods of time (Gronroos, 1990).
Relational exchange is not a new concept, it has been discussed in marketing theory
for centuries but now a new focus exists. Organisations interest in developing closer
relationships with their private and corporate customers has come about for two
principal reasons:

1.

The increasingly competitive nature of markets has resulted in good product
quality alone being inadequate for a company to gain a competitive
advantage - superior ongoing relationships with customers supplement a
firm’s competitive advantage.

2.

The emergence of powerful, user-friendly databases has enabled large
companies to know more about their customers, recreating in a computer
what the small business owner knew in his or her head
(Palmer, 1996).
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Petrof, (1999) states that some authors contrast relationship marketing to
transactional marketing. The latter is defined as marketing that stresses the
individual sale, and hence as a marketing philosophy which emphasises short run
gains; dealing with customers is viewed solely as the responsibility of the marketing
department.

Table 2.3 illustrates the differences between transaction and

relationship marketing.
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Relationship marketing is seen as long-term and stresses the fact that it is the
responsibility of all within the firm.

Petrof, (1999) states that '"'relationship

marketing has not only become a popular expression both in the academic and the
business press but has also been characterised as a major directional change in
marketing theory causing fundamental reshaping of the field'.

Indeed, more than four decades ago Drucker, P., (1964) wrote that the basic purpose
of any business w^as not to sell a product but to create and keep customers. The
importance of relationship marketing has emerged as a focal point for business
strategy.

Figure 2.5

The Marketing Strategy Continuum

Transaction Marketing

Consumer
Packaged
Goods

Relationship Marketing
Consumer
Durables

Industrial
Marketing

Services
Marketing

Source: Gronroos, (1994)

Gronroos, (1994) suggests that as one moves from left to right, relationship
marketing becomes more suitable. The reason for this is that the characteristics of
consumer goods do not lend themselves as well to relationship marketing as the
characteristics of services marketing which are ideal to developing relationships
with consumers.
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2.3.4

Reasons for the growth of Relationship Marketing

Current theory development, as well as practice since time immemorial advocates
that relationships are basic to business.

There are four major reasons why

relationship marketing is currently the focus of marketing interest:

1.

The new organisational network structures of organisations demand
another type of marketing.

2.

The need for security and certainty in business.

3.

Relationship Marketing as a supplement to competition in a market
economy.

4.

Relationship marketing as a reaction against mainstream marketing
thinking as expressed in textbooks
(Gummesson, 1995).

The more radical areas of marketing, where relationships have developed, are
services marketing and the network approach to industrial marketing.
marketing experienced its breakthrough during the

Services

1980s with important

contributions from researchers and practioners from many countries, notably
Scandinavia (The Nordic School of services), France, UK and USA.

Proponents of relationship marketing such as Buttle, (1996); Peppers and Rogers,
(1995), and Bitner, (1995) identified various factors that contributed to the
development and growth in importance of relationship marketing, they include:

The increasingly global and intense nature of competition.
More demanding and sophisticated customers.
Increased fragmentation of consumer markets.
Rapidly changing customer buying patterns.
Continuously increasing standards in quality.
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The inadequacy of quality in itself to create sustainable competitive
advantages.
The influence of technology in almost all products and services.
The unreliability of traditional marketing (for example decline in overall
.advertising effectiveness).

Companies can build sales volume in three ways.

One way is to attract new

customers. Another way is to do more business with existing customers. A third
way is to reduce the loss of customers. Berry and Parasuraman, (1991) state that "‘'at
the heart of customer relationship marketing is the quality of customer service:
quality not as some separate discipline hut as the central part of service marketing''.
Further, in customer relationship marketing, service and its quality are not a matter
of some separate marketing department alone. Bennett, (1996) state that because of
the multitude of relationships, everyone in an organisation is a potential “part-time
marketer”.
Overall, relationship marketing is a strategic issue and a matter for the whole
company.

The aim is to build bonds on different levels to achieve long-term

profitability by solid customer relationships. It has been shown that building
customer relationships requires database marketing. Petrison and Wang, (1993) link
the establishment of a relationship with customers directly to the availability of
database technology, suggesting that the roots of relationship marketing lie in the
ability of companies to know their customers, their likes and dislikes on an
individual basis, thereby enabling them to “target” the customers more effectively .
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2.3.5

Relationship Marketing in Services Industries

Throughout the 1970s one characteristic of the marketing literature was the on-going
debate as to whether services and product marketing were sufficiently different as to
require different paradigms. By the 1980s it was generally accepted that the debate
had in fact been resolved and that services were indeed sufficiently different from
products as to warrant alternative paradigms (Fisk et al, 1993). Service quality has
emerged as one of the most important theoretical and empirical contributions from
the services marketing literature (Fisk et al., 1993), and has further stimulated an
interest in Relationship Marketing (Berry, 1995).

d'he idea of developing relationships was already evident: ''as a marketing strategy,
many service businesses seek ways to develop formal, ongoing relations with
customers in order to ensure repeat business and/or ongoing financial support"
(Lovelock, 1983).

Berry argues that the convergent influences of a maturing

industry, technological advances, and the benefits of relationships to both firms and
consumers "have propelled the current focus of Relationship marketing within
services". More importantly, however, is the nature of services marketing which
forces the buyer into intimate contact with the seller (Gronroos, 1978) and thereby
facilitates the development of relationships (Berry, 1995 and Gronroos, 1995).

The role of relationships in services resulted in a call to move the emphasis of
marketing away from customer acquisition towards customer relationship marketing
(Gronroos, 1990). Service quality and internal marketing came very much to the
fore with the developm.ent of a relational perspective.

In marketing practice, relationship marketing is drawing more and more attention.
Sheth and Parvatiyar, (1995) suggest that a relationship approach to marketing is a
new paradigm that goes back to the roots of the marketing phenomenon.

A

comprehensive definition states that, according to a relationship approach:
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''Marketing is the process of identifying and establishing, maintaining, and
enhancing, and when necessary also terminating relationships with customers and
other stakeholders, at a profit, so that the objectives of all parties involved are met;
and this is done by a mutual exchange andfulfilment ofpromises"' (Gronroos, 1997).

Figure 2.6

Relationship Marketing: The Transition Curve
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According to Strandvik and Storbacka, (1996), the move toward a relationshiporiented marketing approach can be understood as a learning curve or a transition
curve. Some firms that want to implement a relational approach to marketing still
remain very focused on products. Firms need to realise the importance of marketing
to their customer rather than a focus on the products that they are selling. They do
not yet fully understand the philosophical nature of relationship marketing. In this
millennium, most firms applying a relationship marketing approach are probably
somewhere in this stage of the transition process.

A true transition toward a

relationship marketing strategy requires a focus on resources and competencies in
the relationship.

2.3.6

Implications of Relationship Marketing

A shift from a transaction to a relationship orientation has many general implications
for businesses, four of which are briefly discussed here:

•

Where the marketing concept sanctioned a strong marketing function to inform
the other business functions of customer needs, relationship marketing
distributes the role of marketing throughout the firm, thus shrinking the size of
the function.

•

A second implication refocuses the marketing organisation on customer retention
rather than acquisition.

•

Another implication akin to the second one is the focus on customer selectivity,
with the accompanying recognition that not every satisfied customer is a good
one.

•

Fourthly, the goal under the marketing concept is customer satisfaction, whereas
under relationship marketing the focus shifts to creating value.

(Gruen, 1997).
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2.3.7

Benefits of Relationship Marketing

One of the main reasons for the dramatic growth in interest in relationship marketing
has been the assertion of the benefits that it can bring to an organisation. These
benefits have taken many forms:

•

Rosenberg and Czepiel, (1984) for example have asserted that the cost of
winning a new customer is about five times greater than the cost of retaining a
current customer through the use of relationship marketing.

•

Reichheld and Sasser, (1990) further outlined the economic benefits of customer
retention (which is the central notion of relationship marketing). Their claims
that "'companies can boost profits by almost 100% by retaining just 5 per cent
more of their customers inspired a new wave of research into relationship
marketing’’". Relationship marketing can be seen as a useful tool to retaining
customers as companies attempt to initiate and maintain relationships in order to
keep them in their customer base.

•

The concept of relationship marketing is associated with the growing and related
fields of “quality” and “services marketing”. A relatively new body of research
evidence demonstrating that it really is more profitable to keep customers for the
long-term supports the growth in interest. It has become widely accepted by
more progressive companies that it makes a great deal of sense to keep existing
customers happy, rather than devoting high levels of marketing effort to the
stemming of customer turnover, where every customer who leaves has to be
replaced by a new one in order merely for the company to stand still.

•

Reichheld and Sasser, (1990) also highlighted the importance of the lifetime
value of the customer.
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Shani and Chalasani, (1992) suggest that having a “core group” of customers
provides the company with a market for testing and introducing new products or
offers with reduced risk.

2.3.8

Problems of Relationship Marketing

Despite these advantages, there exists a number of problems or limitations to
relationship marketing:

•

Zaichowsky, (1985) suggest that many transactions may be low in involvement
where the purchase has little meaning for the customer.

In this case, the

customer will not feel the need to develop a relationship with the
firm/organisation.

•

Some customers may not want to develop a relationship.

•

It can be expensive for companies to develop relationships with customers.

•

In some cases, after a relationship has been developed, customers may not feel
the loyalty to a product/service and move to competitors.

2.3.9

Requirements for Successful Relationship Marketing

There appears therefore to be a number of requirements to ensure the successful
implementation of relationship marketing programmes:

1. Levitt, (1983) states that a supportive culture is necessary for relationship
marketing to flourish.

Several commentators have noted that relationship
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marketing represents a paradigm shift from the older, transactional way of doing
business.

2. Gummesson, (1987) and Gronroos, (1990) state that internal marketing is a
second prerequisite for successful relationship marketing. The goal of internal
marketing is to convert employees to the new vision of relationship marketing, to
promote the development of the new culture, to persuade them that it is sensible
to buy into the new vision, and to motivate them to develop and implement
relationship marketing strategies.

3. It is also clear that the firm must understand customer expectations. This means
that there must be a continuous flow of information into the business.
4. Successful relationship marketing requires a sophisticated customer database,
which provides information in actionable format for the development and
monitoring of relationship marketing strategy and tactics.

5. New organisational structures and reward schemes may be required.
(Buttle, 1996).

The above requirements are generated from the relationship marketing literature
however turning to the social psychology literature, academics have observed that
certain conditions must be met for a stable and positive relationship to exist:

1. There must exist a desire on the part of both parties to have a long-term
relationship; in other words, there must be commitment on both sides.

2. There must be a willingness to accommodate and to sacrifice the interests of
the other party.

3. The necessity for mutual trust to exist between parties in order for a
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relationship to flourish.

4. There must also exist mutual respect for the parties in the relationship,
mutual respecting of privacy and of confidences.

5. The affective side of the relationship is reflected in the fact that each party
must demonstrate liking, caring, affection and support for the other.

6. Positive relationships also involve good communication between the parties.

7. There must exist a genuine interest in providing support to the other party
when needed.
Hinde, (1979).
As evidenced in this section, relationship marketing plays an important role within
services. To examine its importance in more detail, the researcher looks at the
specific aspects of relationship marketing that are relevant for the present research.
In light of this, the researcher considers internal marketing and customer satisfaction
which encompasses customer loyalty and loyalty programmes to be the most
pertinent issues, thus then allowing for closer examination of customer retention and
employee retention which form the crux of this thesis.
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Internal Marketing

“Sometimes a key employee walks out the door
and customers follow ”
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2.4

The Internal Marketing Concept

The concept of internal marketing has its roots in the 1980s push for quality in the
services sectors through the examination and control of the service delivery
mechanism, namely employees. Groonroos, (1981) states that the underlying idea is
that effective service delivery requires motivated and customer conscious
employees.

The notion of a link between customer satisfaction and employee

satisfaction, which received its first theoretical airing in retail marketing literature
gradually took widespread hold (Gronroos, 1995). Berry, (1984) and Berry and
Parasuraman, (1991) for instance, propound the idea that not only is there a link
between employee satisfaction and customer satisfaction but also that employees are
internal customers of a firm. They define internal marketing as '"viewing employees
as internal customers, viewing jobs as internal products that satisfy needs and wants
of these internal customers while addressing the objectives of the firm^\ Others have
even gone further in espousing the idea that not only are the employees customers,
but also they are the first market (Sasser and Arbeit, 1976).

2.4.1

Internal Marketing Defined

"The process of ensuring that staff of the firm are committed to the goal of ensuring
the best possible treatment of customers has been labelled "internal marketing"'
(Barnes, 1989). This concept relates to the application of marketing principles to
"selling the staff" on their role in providing customer satisfaction (Gronroos, 1985).
The concept is applicable to all organisations, whether in the private, public, or not
for profit sectors, and regardless of whether the organisation is involved in the
marketing of products or services (Winter, 1985).

Internal marketing means applying the marketing policy to people within the firm so
that they come to appreciate the importance of the customer and of how the
performance of their job is directly related to customer satisfaction.

Internal
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marketing should be practised by all firms but service marketers need to be
especially aware of its benefits. As previously discussed in section two of Services
marketing, people are the key ingredient in services and therefore must be satisfied.
The recruitment and training of staff are important elements. At the recruitment
stage, such factors as the aptitude and personality of the applicant must be taken into
account. They will be well trained to deliver the service, to dress in the required
manner and to deal with people but also to appreciate the importance of service
quality.

Peters and Waterman, (1982) recommend that companies should "'Treat people as
adults. Treat them as partners; treat them with dignity; treat them with respect.
Treat them - not capital spending and automation - as the primary source of
productivity gains'". These are fundamental lessons from the “excellent companies
research”, which was conducted for the purpose of the book “In Search of
Excellence”. In other words, if you want productivity and the financial reward that
goes with it, you must treat your workers as your most important asset.

In A

Business and Its Beliefs, Thomas J. Watson, Jr. (in Peters, and Waterman, 1982)
puts it appropriately: "IBM’s philosophy is largely contained in three simple beliefs.
I want to begin with what 1 think is the most important: our respect for the
individual.

This is a simple concept, but in IBM it occupies a major portion of

management time.

We devote more effort to it than anything else". As noted in

section 2.2.3 of this Chapter, the author identified that people were the internal
aspect of the servunction model. One can think of internal marketing as viewing
employees as internal customers, viewing jobs as internal products, and then
endeavouring to offer internal products that satisfy the needs and wants of the
internal customers while addressing the objectives of the organisation.

Marketers believe that the same marketing tools that are used to attract customers
should be applied to attract and retain the best employees. Marketing research,
segmentation strategies, and communication efforts should be directed at employees
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in an attempt to deliver the best possible performance and to increase their
productivity.

The notion of employee as customer has been previously developed. For example,
Berry and Parasuraman, (1991) states that whether managing customers or
employees ""the central purpose remains the same:

the attraction of patronage

through the satisfaction of needs and wants'"'. In both cases individuals and
organisations are involved in exchange. The nature of what is exchanged may vary,
but the importance of satisfying needs and wants remains constant, meaning that the
management of employees is often similar to the management of customers.

Berry and Parasuraman, (1991) state that internal marketing is seen as being similar
to the HRM function in terms of ""attracting, developing, motivating, and retaining
qualified employees through job-products that satisfy their needs" and the process
responsible for ensuring that the firm is market orientated (Piercey, 1992). Thus,
internal marketing is integral to the successful management of external relationships
with customers (Flipo et al., 1986).

As one develops and refines their internal

marketing programmes, one should look for ways to tie them to client retention. For
example, provide orientation programmes for new services so that everyone in the
organisation has basic information about these ser\dces. Internal newsletters can
feature clients so that the company’s personnel become familiar with a client’s
business, including its products or services. For example, during the implementation
of a new service in a hotel, all staff members should be given the basic information
relating to this.

It is very important for companies to market to their staff There have been many
reasons proposed for the people first philosophy, however, Rosenbluth is a particular
advocate of this philosophy. Rosenbluth, (1992) states ""companies must put their
people first. Yes, even before their customers. This may be seen as controversial.
There is probably nothing we believe in more strongly than the importance of
happiness in the workplace. It is absolutely the key to providing superior service.
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The principle behind its strategy^ is straightforward. It’s our people who provide
service to the clients. The highest achievable level of service comes from the heart.
So, the company that reaches its people’s hearts will provide the very best service.
It’s the nicest thing we could do for our clients. They have come to learn that by
being second, they come out ahead".

2.4.2

The Internal Marketing Mix

For a company to attain the highest level of customer service, the employees have to
be supportive of this goal. This can be a major task for many companies. The task
of an internal marketing programme is to encourage staff to pay greater attention to
customer service.

As with all marketing programmes, internal marketing will

require a marketing mix.
The technology of marketing should be applied inside the organisation with the staff
as the target market. Successful service companies should firstly be concerned with
selling the jobs to their employees before they try to sell to their customers.

•

Product

Internal Marketing involves marketing an intangible i.e. a concept.

The

target market is the staff of the organisation. The product in the internal
marketing mix is the idea of getting staff committed to total customer
service. The organisation wants to instil in the employees that if customers
are treated properly then they will keep coming back.
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Place

This deals with how the concept of marketing consciousness and customer
commitment is delivered to staff.

This element may have a series of

components, which, may be present in the internal marketing plan.

Formal/Informal:

Communication of values and attitudes regarding

customers can be delivered on a formal or informal manner. An informal
example would be where management lead the way and hope staff will
follow suit.

A formal instance would be where an internal marketing

campaign would be set up.

Direct/Indirect:

The Internal Marketing Mix may be delivered either

directly through training programmes or indirectly by attempting to improve
employee morale.

•

Price

It is helpful here to think not in terms of monetary price, but rather to ask
what it costs employees to participate. There are formal and informal costs.
Informal costs include the commitment employees are asked to make.
Formal monetary costs to management include rewards and incentives
offered for suggestions and for improvements in customer service.

•

Promotion

The promotional component of the internal marketing programme involves
all aspects of communicating messages concerning the programme to the
target audience, employees. The objective is to help employees understand
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and internalise the objectives of the customer service programme (Winter,
1985).

•

The Fifth “P”

It is impossible to implement an effective marketing programme without
giving particular attention to the target consumer. In this case, there are three
groups of people who must be taken into consideration in planning the
programme: The company’s customers, its employees and its management
and support departments.
(Barnes, 1989).

2.4.3

Internal Marketing Relationships

The concept of the internal customer brings customer-supplier relationships inside
the firm.

It means that everybody should see himself/herself as a customer of

colleagues, receiving products, documents, messages, etc from them, and that s/he
should see himself/herself as a supplier to other internal customers.

Marketing

know-how is applied to the internal market that was originally developed for the
company’s external marketing. Internal marketing stresses that human resources are
a key factor in the development and maintenance of a successful service business.
Efficient internal marketing becomes a prerequisite for efficient external marketing.
Internal marketing as a concept has emerged out of services marketing as shown in
Figure 2.2 where employees and the company interact with one another
(Gummesson, 1987). The Part-time marketers role is essential here as they ensure
that the role of marketing is not just left to those that are in the marketing
department.
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Part-time Marketers:

Part-time marketers carry out marketing activities but, in contrast to full-time
marketers, the part-time marketers do not belong to the marketing or sales
department (Gummesson, 1990). The part time marketers have to be prepared for
their marketing tasks.

Internal marketing is needed to ensure the support of

traditional non-marketing people. The internal marketing concept states that “the
internal market of employees is best motivated for service mindedness and customer
oriented performance by an active, marketing like approach, where a variety of
activities are used internally in an active, marketing like and co-ordinated way”.
Internal marketing as a process has to be integrated with the total marketing
function.

External marketing, both the traditional parts of it and interactive

marketing performance, starts from within the organisation. A thorough and on
going internal marketing process is required to make relationship marketing
successful. If internal marketing is neglected, external marketing suffers or fails
(Gronroos, 1994).

2.4.4

The Importance of Internal Marketing to Employee and
Customer Retention

This section of the literature review has highlighted the importance of internal
marketing to both employees and customers.

The researcher has found from

analysis of the literature that companies should look towards internal marketing as a
tool for both employee and customer satisfaction and ultimately retention. This is
shown diagrammatically in Figure 2.7,
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Figure 2.7

The above cyele applies to both employees and eustomers. In this case, employees
have broad job designs. Training is on-going and empowerment practices are put in
place allowing staff to control quality. There is focussed recruitment, training and
better wages.

For the customers, due to continuity in service relationships, they tend to return and
remain loyal.

There is high customer satisfaction.

For the organisation, profit

margins tend to be higher and the organisation can focus its marketing efforts on
reinforcing customer loyalty through customer retention strategies, which are
usually much less costly to implement than strategies for attracting customers.
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As indicated, internal marketing is of the utmost importance in both employee and
customer satisfaction. There follows therefore a detailed discussion on employee
retention and an analysis of the relationship between the two.
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Retention Marketing

Employee Retention

“Happy employee leads to happy customer”

“People are our greatest asset”
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2.5

What is Employee Retention?

''Effective employee retention begins with the interviewing, screening and hiring
process.

When companies retain more of their employees and when leaders

aggressively work on employee development and internal promotions then less time and
money will be spent on employee recruitment” (Schreiber, 2000).

An effective employee retention strategy should be well organised, a company priority,
company wide and involve all members of the staff, management and front-line staff
alike. It must be well tracked and its effectiveness monitored on an on-going basis.
Managers should be held accountable for employee turnover and the costs involved.
Currently, there is very little accountability placed on management’s shoulders for
employee retention. When companies retain more of their employees and when leaders
aggressively work on employee development and internal promotions then less time and
money will be spent on employee recruitment. Employee retention increases because
job pride and job satisfaction increase, in turn creating a loop that reinforces customer
retention through familiarity and better service to the customers. Increased productivity
results from increasing employee tenure.

Personnel with the capacity to meet the standards must be employed. It is essential to
identify the optimum mix of skills, knowledge, and personal traits that contact
personnel need in order to implement a relationship strategy. It is not enough that
personnel are willing to perform client retailing; they must be able to perform it well.

2.5.1

Why is Employee Retention Important?

The issue of retentipn becomes critical in a period where there is a tight labour market.
Today’s workers are increasingly becoming better educated, they are more confident,
and they understand when an employer is less than sincere with them. If that is the
case, you can expect ^hat such employees are likely candidates to shop around for
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work elsewhere, particularly in a tight labour market.

Employees need to feel a sense

of importance that their contribution is necessary to the success of the business
organisation that they are part of (Reichheld, 1996b).

‘‘'If you wonder what getting and keeping the right employees has to do with getting
and keeping the right customers, the answer is everything”. Employees who are not
loyal are unlikely to build an inventory of customers who are. There are some very
practical reasons why this is true:

•

It takes time to build solid personal relationships with customers.

•

Loyal employees have greater opportunities to learn and increase their
efficiency.

•

The money these employees save their employers in reduced recruiting and
training costs can be invested somewhere else.

•

Finally, the same business philosophy and operational policies that earn
employees’ loyalty and boost their morale are likely to work for customers.
(Reichheld, 1996b)

Most managers would prefer to have loyal employees - just as they would prefer to
have loyal customers but few are willing to spend the money and make the effort to
earn that loyalty. Drucker, P., (2002) makes the point that companies do realise the
importance of employees but they merely pay lip service to it.

“All organisations now say routinely, ‘People are our greatest asset’. Yet few practice
what they preach, let alone truly believe it. Most still believe, though perhaps not
consciously, what nineteenth-century employers believed: people need us more than
we need them. But, in fact, organisations have to market membership as much as they
market products and services and perhaps more. They have to attract people, hold
people, recognise and reward people, motivate people, and serve and satisfy people. ’’
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Over the next decade, thousands of businesses will come to realise that their most
important assets are their human assets - their customers and employees, and that to
build winning strategies, they have to find ways to attract and develop the right human
assets and earn their loyalty (Reichheld, 1996b).

2.5.2

An Employee Perspective on Retention

The table below looks at how employees perceive retention. From their perspective
customers are seen to be treated very well and cared for with utmost attention whereas
staff are looked on as being easy to replace and not important to the company. Longserv'ing staff are not seen as an asset but rather an expense.

Table 2.4

Treatment of Customers

Treatment of Staff

Staff are expected to be caring and

Staff are treated like dirt with poor pay

considerate and to treat customers like and facilities and little or no management
care or consideration.

gold.

Customers are considered hard to attract Staff are considered easy to attract and
and easy to lose, so once attracted much replace.
is done to keep them.

Staff turnover is considered

unavoidable so no time or effort is put
into trying to make them want to stay.

Customer loyalty schemes are created to Long-serving staff are treated the same as
reward long-serving customers.

all others. Some companies even treat or
pay them worse than new staff

Source: Daffy, (1999)

This table demonstrates many of the problems that staff can experience in the
workplace.

From the information provided above, it is clear to see that while
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management treat their staff unfairly they expect them to provide the best service to the
customers that they meet. When staff are not treated with respect and dignity, they
cannot be expected to be contented in their work. Therefore they will not provide the
best service to the customer.

2.5.3

Employee Turnover

Employee turnover is inevitable, however very little companies conduct effective exit
interviews with employees who resign.

The first 90 days of employment for the company and the new employee are critical.
The primary reasons employees resign within their first 90 days of employment are:
1.

The new employee did not fully understand what the job involved. Most likely,
management did not properly communicate what the employee’s job
responsibilities were when s/he was offered, and ultimately accepted the
position.

2.

The new employee feels as if s/he has been “thrown to the wolves” and was not
properly trained. Effective training is not a cost, but rather an investment in the
future of the company.

3.

The new employee never had that “all-important sense of belonging”. S/he felt
like an outsider and ultimately did not feel s/he was a member of the team.

4.

The new employee did not like, respect or receive any guidance from her/his
manager.
(Schreiber, 2000).

Wages and benefits are only mentioned for employee resignations after the four factors
listed above. Management must, if they want to reduce employee defections, place the
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right employee in the right job and understand that poor workers are worse than no
workers at all. They must understand that employee turnover and recruitment, costs far
more than proper hiring and training aimed at increasing employee retention.

When companies put the right employee in the right job they will find they will have a
happier, more caring and motivated employee. This employee will be more likely to
develop the skills necessary to do her/his job well and s/he will also be more receptive
to learning and less likely to seek employment elsewhere. Quality training without
quality selection of employees will result in tremendous amounts of lost revenue and
time spent on employee recruitment. This will also result in lower employee retention.
There is only one thing worse than a trained employee who quits, and that is an
untrained employee who stays (Schreiber, 2000).

Five Customer Retention Strategies Result in Employee

2.5.4

Retention
The strategies outlined below were developed for retaining customers but they can also
be applied in retaining employees. For the purpose of these strategies, customers are
employees.

1.

Know and nurture your first-line customer i.e. your employee

It is important to get to know your first-line customer.

Who are they, as

individuals? What are their dreams, goals? What do they hope to do in their
careers? Too often the most personalised attention employees get is in their exit
interviews - then it is too late. Get to know them as soon as they enter your
team or department.
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Tell it like it is

Customers appreciate your straight talk and feedback also. Your people learn
best when your feedback is frequent, specific, and based on observable, ideally
measurable criteria.

Understand the employees’ needs

One could not possibly serve or retain your employees’ without understanding
their needs, both collectively and individually. They seek to better understand
what their customers are and what they need and want from the organisation.
To become an “employer of choice”, some companies offer equity, child care
centres, or cutting edge technology - but a number one company. Southwest
Airlines, offers inspiring leadership, respect, good pay and a fun environment.

Offer Options
Think about how you might surface opportunities and options within your
company. Search for new opportunities for the talent you need to keep them
happy and home!

'Help them choose wisely

Many preferred employers provide multiple methods for coaching, counselling,
and developing their people.

Assist all employees in choosing wisely and

creating an action plan that guides their career decision making.
(Kaye and Jordan-Evans, 1998).
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2.5.5

Employee Satisfaction

Employees need to be satisfied if they are to work well in an organisation.

The

researcher felt it necessary to discuss employee satisfaction so as to emphasise its
importance. Locke, (1976) defines employee satisfaction as “uf pleasurable or positive
emotional state resulting from the appraisal of ones job or job experiences'". A widely
accepted relationship is the link between employee satisfaction and employee turnover.
Horn and Griffeth, (1991); Hulin et al., (1985); March and Simon, (1958) and Mobley
et al., (1979) suggest that models of employee turnover almost universally propose a
negative relationship between satisfaction and turnover.

Reichheld and Sasser, (1990); Schlesinger and Heskett, (1991) state that long tenured
employees develop personal relationships with customers, this is applicable in any
industry. These relationships are the foundation for a reinforcing cycle of positive
interactions between employees and customers.

Schneider and Bowen, (1985) show that employees who develop relationships with
customers provide better service. Customers who receive better service express fewer
complaints and thereby create fewer problems for employees. Employees in turn react
more favourably to encounters with customers. These reactions result in better service,
which again leads to higher customer satisfaction. The effects of the positive encounter
cycle are shown in research that has found positive correlations between employee and
customer attitudes. Organisations with satisfied employees have satisfied customers.
This results in organisations with satisfied employees having higher levels of customer
retention.

2.5.6

How to keep your staff

Organisations are offering a variety of benefits and services designed to make people’s
lives more manageable, including dry cleaning, family and pet friendly programmes,
and even chair massages.

Flora Bacco, director of organisational policy and

programmes for UNUM America is quoted as saying ''Just throwing money at people
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isn’t going to be enough to keep them. If they don’t like the company, the people they
work with, or the way they’re treated, they’ll leave"" (Logan Klobucar, 2000).
Companies such as Rosenbluth International, Sears and Norwest Corporation are trying
to offer something less tangible than money and more meaningful; an intellectual and
emotional connection between people, their work, and the workplace.

In his book, ''The Customer Comes Second and Other Secrets of Exceptional Service ”,
Hal Rosenbluth, (1992), chairman and CEO of Rosenbluth International, a corporate
travel company, says there is nothing he believes in more strongly than making people
happy at work. His reasoning is simple: If the highest achievable customer service
comes from the heart, then reaching associates’ hearts will lead to the best service
(Rosenbluth’s employees are called associates). The book focuses on what he believes
are companies' most precious assets-their people. Rosenbluth is quoted as saying "At
the end of the day, the only truly sustainable competitive advantage a company has
is the people that it employs, since everything stems from those people."

Their

“secret of success’’ centres on the belief that companies must put their employees first.
One might wonder how their clients feel about this. For their employees, the clients are
priority number one. Their company has built a solid reputation in the field of customer
service (in fact, retention rate is 96% but they have actually achieved this by focussing
inside, on their own staff).

They began by hiring the right kind of people.

This

emphasis extends to their training programmes, which are as much philosophical as
technical. It shapes their supplier relationships, their partnerships with their clients, and
even positively affects their home lives. In fact, it is a way of life for them. Focusing
on their people is the foundation.

Rosenbluth believes that training should begin with a formal orientation programme,
which every new person completes before beginning his or her first day at work. First
impressions are lasting and both good and bad habits begin early. Everyone should go
through the same programme, regardless of the job or location. The company managed
to triple sales to nearly $4 billion while retaining its employee-centered culture.
Friendly employee co-operation is a must. Rosenbluth says "We are a company that is

60

Chapter 2: Literature Review

built on friendship, and when you have 4,600 friends (employees) like I do, we will do
anything for each other. That has been a big part of our success. ”

In 2001, Hal Rosenbluth wrote a second book titled “The Customer Comes second, put
your people first and watch ‘em kick butt’”. The title of this book is a deliberate
provocation. The company enjoys huge financial success. It leads its market in quality
of service and customer satisfaction. It has a motivated, caring workforce, willing to go
very far for their customers, each other and the community. The company cares deeply
about people, and strive to make work a place where people learn, have fun and grow.
This incorporates hiring people who have the right personality, and then train them to
have the right skill. The epilogue of Rosenbluth’s book written in 2001 contains several
letters written by Hal Rosenbluth to his associates. Dedication to the company and love
for his people is evident in those letters.

Sears, the retail giant in America believe that satisfied employees lead to satisfied
customers and improved financial performance. The company also learned that if an
employee has a positive attitude towards his or her job and the workplace, it will result
in more satisfied customers and more committed employees. Managers began to make
the connection between what they did and how employees treated customers. And the
managers made changes. Instead of coming up with their own business solutions and
giving directives, they asked employees for ideas and used them.

Ensuring that staff are well trained and skilled in handling customers is the key to
success. The golden rule of the company is that you have to treat others as you would
want them to treat you. If there is one area where emphasis on relationships would
definitely improve marketing efficiency and effectiveness, it is that of relationships with
employees.

At a time when customers increasingly value prompt, courteous and

informative services one cannot overemphasise the importance of gaining loyalty and
devotion of the company’s personnel. However, it would appear from a review of the
literature, with the exception of a few passing sentences, this subject is hardly
mentioned by relationists (Logan Klobucar, 2000).
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2.5.7

Why Motivate your Staff?

Motivation exists when a need is sufficiently pressing to direct a person to seek
satisfaction of that need. There are several theories of motivation but as in section
2.5.1, the focus will be on Malsow’s hierarchy of needs as the author feels that this
would be sufficient in describing the needs of employees.

Figure 2.8

Maslow’s Hierarchy of Needs

Source: Maslow, A., (1943)

Maslow, A., (1943) proposed that people were driven by needs that can be arranged in a
hierarchy (see figure 2.8 above). The needs ascend; as needs at the bottom of the
hierarchy are satisfied, the person moves onto the next level. As soon as the needs on
one level have been satisfied, the needs on the next level then need to be satisfied. This
is relevant to the thesis as employers have to be aware of employees needs and how to
satisfy them.

When companies put the right employee in the right job they will find they will have a
happier, more caring and motivated employee. This employee will be more likely to
develop the skills necessary to do her/his job well and s/he will also be more receptive
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to learning and less likely to seek employment elsewhere. Quality training without
quality selection of employees will result in tremendous amounts of lost revenue and
time spent on employee recruitment. This will also result in extremely low employee
retention (Schreiber, 2000).

Some employees need to be motivated by their managers to constantly excel in their
jobs. Some useful motivational techniques include:

1. Keep your standards consistent - a person who knows that S/he is being
judged by a single, fair standard has a target to aim for. S/he can modify her/his
performance accordingly and try to meet that standard.

2. Inform your people of changes that may affect them - If, for example,
changes in the corporate structure create a position for which one person
qualifies, tell him about it.
3. Back your people up - if you want to motivate people, you must assume some
responsibility for what they do.

4. Be tactful - while tact cannot be taught, it includes such things as consideration
for others, courtesy, an appreciation for the views and feelings of others.

5. Allow freedom of expression - every employee ought to have the right to make
their own job more interesting by doing it their own way.

6. Delegate - Assuming that your people are competent, delegate to them as much
of your burden as possible.
(Pollock, 1995)
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Happiness in the Workplace

2.5.8

Cultivating Happiness in the Workplace
Happiness in the workplace is key to providing superior service. The advice is to
continually create an environment where staff leave the worrying to the company so
they can focus on the clients of the company.

People are companies one true

competitive measure, and there is a need to look at areas with rising costs to see if there
is a correlating morale problem.

Measuring happiness in the workplace is essential.

The company should be a life-style - not just a place to work. It should be fun. It is
important to be ever cognisant of the effect a company has on people’s personal as well
as professional lives and to remember always to involve employees in decisions; give
them a sense of ownership in the company (Berry and Gresham, 1986).

Formula for finding the right people:

•

Choose wisely - the emotional and financial costs of turnover are high. The
company has to be sure they find the right people from the beginning. Look for
team and cultural fit.

•

When interviewing for leadership positions, place the candidates in situations
beyond the normal scope of their work, or in environments away from
workplace. Watch their interaction skills, see how they hold up in unexpected
situations.

•

Include as many people as possible in the interview process for key leaders.
Those they will lead, as well as fellow key leaders, should have a say.

•

Above all, look for nice people who care. Everything else can be taught.
(Berry and Gresham, 1986).
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Employee happiness can impact substantially on an organisation's performance. It can
influence employee retention, absenteeism, and work performance. Due to the
importance of keeping staff contented, it is inseparable from the real business of the
organisation and should be considered a business goal. Implementation and
development of the strategic plan associated with this goal becomes the responsibility of
a highly placed project team that has as its mission ensuring employee satisfaction. If an
employee is unhappy in their job, then the quality of service can deteriorate resulting in
dissatisfied customers.

After studying nearly 100 employers, author Reichheld, (2001) says the typical
company is lucky today if 50% of its workers believe it deserves their loyalty.
“Corporate America still doesn't get it, doesn't get the connection between employee
loyalty and success”. So companies are alienating employees who in turn alienate
customers — hurting productivity and growth. Reichheld spells it out in a book called
Loyalty Rules! How Today Leaders Build Lasting Relationships (Reichheld, 2001). One
of his studies found a 5% swing in retention rates resulted in earnings swings of 25% to
100%, up if retention is higher, down if lower. U.S. corporations lose half their
employees in four years, he says, and because of that they lose half their customers in
five years, and half their investors in less than one. Revolving door defections have a
clear impact on profit, says this author. Fostering loyalty boosts productivity, customer
retention and referrals, attracts talented staff, and is even more important, in a down
market.

2.5.9

Results of Unhappy Employees

The Boston Globe ran a series of articles on the subject, titled “'Broken Promises: Work
in the 90’s" (October 8, 1996) which concluded that the workplace is composed of:
Employees who are scared and bitter, working increasingly for only one thing - a
paycheque. “More and more'\ says Audrey Freedman, an economist and president of
Manpower Plus in New York, “the relationship between workers and employers is
exploitative on both sides. Employees are saying, ‘All right, you use me. I’ll use you".
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Loyalty is a two-way street, and companies that dump people when earnings are down
are sowing the seeds of their own failure. Every company falls on hard times now and
then, and it is the loyal devotion of key employees that pulls most of them through.
Employee retention is critical for cost efficiency but an important factor in revenue
growth as well, because of its direct link to customer acquisition and retention. The
first hard evidence of this linkage was in the auto service business. In the course of
consulting work at one leading national chain, it was discovered that the service outlets
with the highest customer retention also had the best employee retention.

It was

discovered that employee loyalty affected new-customer volume as well as retention.
Stores with “low” employee turnover (100 per cent on average) had profit margins more
than 50 per cent higher than stores with high employee turnover (averaging 150 per
cent).
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2.5.10

The Economic Model

Reichheld, (1996b) has developed a generic model of the seven economic effects
associated with employee loyalty.

Figure 2.9

Why long-term employees create value

■ Employee
Referral
□ Customer
Referral
■ Customer
Retention
□ Customer
selations
□ Efficiency
■ Training
□ Hiring

Year

1.

Recruiting Investment

costs.
Most of the costs of hiring are obvious, recruiting fees, interviewing
i
relocation expenses, and so on.
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2.

Training

Giving new hires a foundation for productive work often involves formal classroom
training as well as on-the-job training. Wages paid during the training period yield
little or no contribution to the firm. While good companies continue to invest in
training, even for their most experienced people, the expense is more than offset by
the free training senior employees give their junior colleagues. For long-term, loyal
employees, in other words, training ceases to be a cost and becomes a net benefit.

3.

Efficiency

On the simplest level, employees learn to work more efficiently as they gain
experience on the job.

Their increasing efficiency means they require less

supervision, which brings additional efficiencies.

4.

Customer Selection

Experienced salespeople and marketers are much better at finding and recruiting the
best customers.

5.

Customer Retention

Long-term employees create higher customer loyalty, long term employees can
produce better products, better value for the consumer, and better customer
retention.

6.

Customer Referral

Loyal employees are sometimes a major source of customer referrals.
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7.

Employee Referral

Long term, loyal employees often generate the best flow of high-calibre job
applicants.

This not only raises the average quality of new hires, it also cuts

recruiting costs.

Companies with the highest level of employee retention

consistently hire the vast majority of their recruits through employee referrals.

2.5.11

Employees Importance to Business

The employees who service their customers every day can make or break a business.
In a market where service company’s top talent have many choices, management
need to close their back door and keep their employees happy and home.
Companies will satisfy and retain their employees if management apply some timetested customer retention rules to employee retention.

Miles and Creed, (1985)

express that management can no longer afford to see employees as replaceable
inputs. Rousseau and Parks, (1992) suggest that management must rather view
employees as valuable contributors whose opinions and perceptions are important
sources of knowledge. This requires the development of relationships that go
outside the bounds of traditional hierarchy, as well as the acknowledgement that
employee retention is dependent on a continuing exchange of agreements and
contributions between employees and firms. In this sense, employees are similar to
customers; their satisfaction and retention are instrumental.

If by off-loading

employee relations, organisations also lose their capacity to develop people, they
will have made a devil’s bargain indeed.

The fact is, a company’s reputation is often inextricably wrapped up in the
relationships between employees and the customers they serve. When employees
leave an organisation the customers they served often feel abandoned; many become
susceptive to pitches from competitors.

The risk remains that when employees
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leave, even if they just move to other departments - customers can drift away over
time.

A two-year study was conducted by Benapudi and Leone, (2001) involving 200
people from 57 companies. The researchers met with customers, managers and key
contact employees from diverse organisations ranging from consumer packaged
goods to industrial products and services, and from Fortune 25 companies to small,
privately owned operations. They found that the vast majority of managers know
that when key contact employees leave, many customers do as well. The below
abstract proves this point.

Losing an Employee:
The Customer Perspective
You know that it matters to customers when one of your employees leaves, but have
you ever asked them exactly how it feels? In our conversations with customers, we
heard a surprisingly similar set of concerns again and again. Here’s what one buyer
from Ford had to say:

There have been two incidents in recent times where a salesperson I had a
relationship with was replaced. In one instance, the person left the company; in the
other, the person was promoted. In each case, I had several concerns. Did the
replacement receive proper training from the previous salesperson? How familiar
was the replacement with the business climate at my company?
Source: Benapudi and Leone, (2001)

Improving employee retention can result in many advantages, which can accrue to
businesses. A well educated and trained worker is likely to be more productive, be
a problem solver, be innovative, a better team member, better equipped to work
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independently in an empowered work situation, involving less supervision and a
more value added profit centre than less educated and trained counterparts.

Long-term employees are often able to form personal relationships with customers,
understand their needs, and possibly be able to pre-empt dissatisfied customers
leaving the company.

Reichheld, (1996a) maintains that there are "‘poM’erful

insights available from probing the root causes of customer and employee
defections'". This is the most powerful pool of untapped insight into any business.
It clarifies what is and what is not working in the business system and this is the
first step toward a meaningful and measurable improvement programme.

Employee Retention as a Prerequisite for Customer

2.5.12

Retention
As discussed in this section of the literature review, employee retention is of
enormous significance for companies. Research has proven that employee retention
has many positive benefits for companies, in particular service industries, (see
section 2.1.8).
retention.

Internal marketing has a prevailing role to play in employee

If a company can adopt good internal marketing strategies in its

company, then employees believe that the company has an interest in them. Internal
marketing strategies can take many forms from the recruitment stage, to training, to
exit interviews.

Companies such as Rosenbluth International and Sears invest

significant time and effort in internal marketing and it pays off for them as they
have a contented workforce who provide a good service to its customers. Resulting
from this good service are happy customers who return to the organisation.

The researcher puts forward the concept that employee retention has an indirect
impact on customer retention as customers develop relational bonds with particular
service employees and as a result continue to patronage the same service provider,
thus, resulting in the service achieving the much sought after customer loyalty. This
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assertion that employee retention has an indirect impact on customer retention forms
the crux of this thesis. Figure 2.10 shows diagrammatically the links made in the
above paragraph.

Figure 2.10

Inter-Relation between Customer and Employee Retention

Employee retention increases because job pride and job satisfaction increase, in turn
creating a loop that reinforces customer retention through better service. Increased
productivity results from longer employee tenure because of continued learning by the
employees as they gather experience in creating value for customers.

The research objective therefore of this study centres on examining the role of
employee retention in the hotel industry and furthermore the impact employee retention
has on customer retention. A review of the existing literature on customer satisfaction
and retention is therefore pertinent at this stage to thoroughly explicate the inter-relation
between customer and employee retention as depicted above.
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Customer Satisfaction

“The gulf between satisfied and completely
satisfied customers can swallow a business ”
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2.6

Customer Satisfaction: A Critical Concept

Customer satisfaction with an organisation's products or services is often seen as the
key to an organisation's success and long-term competitiveness. Satisfaction is a
psychological construct describing the subjective emotional state that occurs in
response to an evaluation of a set of experiences. Customer satisfaction measures
how well a customer’s expectations are met by a given transaction. Despite the
increasing rhetoric about valuing customers, customer satisfaction is actually
declining in the United States. Experts say that on average, U.S. companies manage
to lose half their customers every five years. This could be attributed to higher
customer expectations or increased choices for customers.

A company’s core

workers are vital. They form the front line of defence against declining customer
satisfaction, and companies that pay attention to their commitment and performance
clearly have an enduring competitive advantage (Hawk, 1999).

Webster, (1994) propose that customer satisfaction is a fundamental concept in
marketing and its pursuit an important goal for businesses. Dean & Bowen, (1994);
Drucker, (1954); Pfau, Detzel, & Geller, (1991) agree that customer orientation is
not a new idea.

Over three decades ago, Levitt, (1960) stated that "'customer

satisfaction is the ultimate goal of any business''. Deming, (1986); Juran, (1988);
Crosby, (1979) and Garvin, (1988) mirrored this viewpoint in the qualitymanagement literature.

The long-term view of marketing is that if marketers give customers what they want,
they will come back. All aspects of the business should be on how to satisfy the
customer and keep them happy. While time of course has to be given to product
development, pricing, location and so on, the customer should be at the forefront of
any business. This relates to the theory of needs, wants and demands.
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2.6.1

Core Marketing Concepts:

Figure 2.11

Marketing begins with an understanding of human needs. Needs describe a state of
felt deprivation. According to one theorist, Maslow, A., (1943), human beings are
constantly needing individuals. All needs are motivational. Wants describes the
form taken by human needs as influenced by culture and the individual’s
personality. Demand exists when people have the purchasing power to satisfy their
needs.

Marketing centres on satisfying the customers ultimate demand.

The

objective of ensuring customer satisfaction is achieved by putting in place
programmes to ensure that product and service quality meet standards of the
organisation and target customers. The company that is serious about serving the
customer will implement a programme of systematic monitoring of customer
satisfaction and the quality of customer service (Bailey, 1989).
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Satisfaction of its customers is critical to the long-term success of any organisation.
In a study conducted in the United States, 40 per cent of customers interviewed
listed poor service as the main reason for their switching to the competition (Blume,
1988). Poor customer service is a major factor in creating dissatisfaction among
customers.

A company can gain a competitive advantage from the method it

employs to satisfy its customers. Having a competitive advantage means that the
business has something with which to differentiate its product or service from that of
competitors. A satisfied customer will remain loyal to the company or brand, but
the creation of satisfaction depends on the co-operation and commitment of
employees. Getting them to “buy in” is the challenge of internal marketing.

Bain and Company maintain that one of the key elements of business success and
profitability is customer satisfaction, the more satisfied the customer, the more
durable the relationship and the longer this lasts, the more money the company
stands to make. A great deal of attention has been paid recently to customer service
and satisfaction as a result of the suggestion that it costs five times as much to attract
a new customer as it does to retain an existing one (Desatnick, 1987).

Management should be concerned with customer service on three different levels:
1. The core product/Service
2. Supplementary Services
3. Interpersonal Components of Customer Service
(Barnes, 1989).

In the case of service companies, the core “producf ’ is intangible. For instance, in a
hotel restaurant, it is the meals that it serves. The differentiation of a company from
its competitors comes, therefore, through the provision of supplementary services.
Take the example of the hotel restaurant, the supplementary services include
availability of bookings, menu provided, choice on the menu, waiter/waitress service
etc. A commitment to customer service cannot stop at the provision of an attractive
array of supplementary services. It must progress to the third dimension of customer
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service, namely the interpersonal aspects. All interaction between any organisation
and its various publics involves interaction between staff and customer.

This

interaction may take place face to face, over the telephone, through the post or in
other situations.

How the personnel of a company treat its customers in their

interpersonal relationships will determine whether they come back.
It is important to note that one cannot infer a customer’s satisfaction in a relationship
simply from its longevity. Customer satisfaction at a profit is the cornerstone of the
marketing concept.

No relationship can be established or maintained with

unsatisfied clients.

2.6.2

Why Should Service Companies focus on Customer
Satisfaction?

Most service problems in service industries are people problems. The inseparability
of service from staff, the heterogenity and difficulty in standardising the service all
mean that most marketers find it difficult to exercise control over how well
customers are treated. It is very important for companies to realise the importance
of their staff Desatnick, (1987) states that '‘‘companies who treat employee relations
very seriously know that good employee relations lead to good customer relations'".
Customer satisfaction is the key to customer retention, as one needs to have satisfied
customers in order to retain them.

It is striking that one of the few things that links many of the otherwise disparate
recommendations made to managers over the past several decades has been the need
to focus on customer satisfaction, as a route to sustained high performance. One of
the earliest of the modern management gurus was, and is, Peter Drucker, (1958), he
wrote that the central purpose of a business was to "create a customer" . The above
points show that the customer is very important and satisfying them is even more
important. Customer satisfaction is the key to success for any business once you
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satisfy your customer, then they will have a good experience and they will spread
positive word-of-mouth to other prospective customers.
High satisfaction has been linked to retention of both employees which is discussed
in section 2.5 and further customer retention in section 2.9. Anderson and Sullivan,
(1993) states that ""customers who are satisfied have higher repurchase intentions,
which in turn translate into repeat purchases'". Me Kenna, (1991); Morgan and
Hunt, (1994); Sheth and Parvatiyar, (1995) show that marketers are interested in
retaining profitable customers and in involving these customers to some extent into
the company’s design, development, sales and marketing processes so as to facilitate
their future marketing efforts.

2.6.3

How Customer Satisfaction can Build Loyalty

Customer satisfaction is a requisite for customer loyalty, but satisfied customers may
not become loyal customers.

Customer loyalty measures the likelihood of a

customer returning to an organisation and also gauges how willing that person is to
perform partner-like activities

for the service company - starting with

recommendations to friends (Wong, 2000). Some of the reasons for the failure of
satisfaction to translate into loyalty are unrelated to either satisfaction or loyalty.
Some reasons for dissatisfaction include lack of choice for the customer, new
products/outlets, and a move away from the area.
Although companies are realising the value of keeping customers loyal, no one
knows for sure how to do it. Companies measure customer satisfaction and hope
that if the satisfaction scores are good, the customicrs will stay with the firm. But
even satisfied customers leave for the lure of competitor’s offer. Service industries
present a more difficult setting for understanding customer disloyalty as opposed to
manufactured goods industries.

This is because, for service firms, the basis of

consumer choice and continued patronage are less obvious (Goldsmith, 1999).
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Thus an understanding of customer satisfaction provides only a partial picture,
consequently the researcher is directed towards the literature on customer loyalty
and loyalty creation strategies to improve comprehension of all related issues.
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Customer Loyalty

The best customers, we ’re told, are loyal ones ”

“Loyalty is not simply a thing to be hopedfor.
Plan for it, work for it, and see how profits grow ’’
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2.7

What is Customer Loyalty?

''Customer loyalty is a refinement of retention as it involves not only allegiance, but
also faithfulness"' (Hawkes, 2000). Any drop from total satisfaction results in a
major drop in loyalty. Even in markets with relatively little competition, providing
customers with outstanding value may be the only reliable way to achieve sustained
customer satisfaction and loyalty.

There are two types of loyalty:

1. True long term loyalty
2. False loyalty
(Jones and Sasser, 1995)
False Loyalty is where a company believes its customers are deeply loyal when in
fact they are not. A variety of factors can generate false loyalty or make customers
seem deeply loyal when they are not.

Research has revealed that the most

successful companies are those that care about and cultivate loyalty - from
customers, employees and investors. From this perspective the fundamental task of
the marketing function should be managing customer loyalty, with a clear
understanding of the relationship between customer, employee and investor loyalty.
The true mission of any firm is to create value for the three constituencies of a
business system:

Customers, Employees and Investors.

True long-term loyalty is where the loyal employee learns, over time, how to serve
the customer, and the loyal customer learns how to access the business system in a
w'ay that makes it easier to be well served. Today, many firms are busily measuring
customer satisfaction, an important activity, because a dissatisfied customer is
unlikely to remain loyal to the firm. An important point, however as previously
noted is that customers who describe themselves as satisfied are not necessarily
loyal.
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Loyalty can be the basis for a new management science because it is measurable as
retention or persistence, first of customers, but then also of employees. The “forces
of loyalty” are measurable in cash flow terms because of the link between loyalty,
value and profits. As a first-order effect, loyalty reliably measures whether superior
value has been created because they do or do not come back for more.

Kandampully, (1997) states, ''customer loyalty is manifested through a firm’s
service loyaltf. It must be noted that all customers are not created equal. In order
to maximise loyalty and profitability, a company must give its best value to its best
customers. The value created must exceed the cost of the value delivered. Most
companies launch rewards programmes without assessing their own needs and the
economics of cause and effect (Kandampully and Duddy 1999). As can be seen
further in this chapter, the researcher explores the topic of loyalty programmes and
their role in earning and maintaining customer loyalty.

Mutual, earned loyalty is a powerful, business-building force. This point has been
made in articles that appeared in Harvard Business Review. These articles are
collected in The Quest for Loyalty: Creating Value Through Partnership. Each
article presents different points about the role loyalty plays in business; the way it
works; and what it means for the businesses that have adopted it, or are adopting it,
or would very much like to adopt it if only they had a better understanding of how
loyalty helps to address the perpetual problems of productivity, growth, and profit.

Surprisingly, even though a few companies - the ones called loyalty leaders have
pursued loyalty-based strategies for decades and the principal ramifications of
customer and employee retention have been identified and analyzed, loyalty-based
business systems are still relatively unfamiliar. In the book "The Loyalty Effect: The
Hidden Force Behind Growth, Profits and Lasting Value” (Reicheld, 1996b),
loyalty-based management is examined in depth and presents its economic benefits
in hard
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numbers. Loyalty is not simply an isolated quality. It is an integrated system that
affeets customers, employees, and investors. Not many companies have understood
that employee loyalty is a vital component of customer loyalty or that investor
loyalty is critical to both customer and employee loyalty.
According to Hamel and Prahalad, (1994) companies that compete successfully in
the coming decades will be those that think clearly and carefully about the future.
The winners will be the companies that grow their revenues by delivering
outstanding value to their customers and earning their loyalty.

2.7.1

Managing Loyalty

Marketing acting alone cannot create sustainable loyalty. Customers remain loyal,
not because of promotions, but because of the value they receive. Marketing’s job is
to ensure that the efforts of each department are co-ordinated into effective delivery
of a unique value proposition, which will provide superior value and, thus, earn
customer loyalty.
The first step in managing a loyalty-based business system is finding and acquiring
the right customers; customers who will provide steady cash flows, customers whose
loyalty can be won and kept. Loyalty based companies should remember three rules
of thumb:

1. Some customers are inherently predictable and loyal, no matter what
company they are doing business with. They simply prefer stable, long-term
relationships.

2. Some customers are more profitable than others. They spend more money,
pay their bills more promptly, and require less service.
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3. Some customers will find your products and services more valuable than
those of your competitors. No company can be all things to all people. Your
particular strengths will simply fit better with certain customers’ needs and
opportunities.
Reichheld, (1996b)

The more customers you can attract who belong to one or two or even all three of
these groups, the better your chances of reaping the rewards that go with superior
customer retention. In 1993, the newspaper in State Farm’s hometown published an
interview with the newly appointed agency vice president. Chuck Wright, (Reicheld,
1996b). The article summed up the company’s philosophy this way:

''Customer and employee loyalty is not a new-fangled idea for State Farm Insurance
Companies... It has been a part of the company’s way of doing business since 1922.
We have thrived on long term retention of our employees, our agents, and we have
tried to he loyal and caring with our customer base”.

Thus, he believes that continuing to put the customer’s interest first also turns out to
be the smart way of keeping the best employees. That, after all, is why employees
joined the company. Many companies will need to re-evaluate the way they manage
customer loyalty programmes. Instead of focussing on loyalty alone, companies
will have to find ways to measure the relationship between loyalty and profitability
so that they can better identify which customers to focus on and which to ignore
(Reichheld, 1996b).
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In the management of loyalty the following table looks at how companies can
segment their customers and thus apply appropriate relationship management
strategies to each segment.
Table 2.5

Choosing a Loyalty Strategy

Butterflies
•

•

True Friends

Good fit between company’s offering •

Good

and customers’ needs.

offerings and customer needs.
•

High profit potential

•

•

Aim

to

achieve

transactional •

Build both attitudinal and behavioural

they are active.

loyalty.

Key challenge is to cease investing •

Delight these customers to nurture,

soon enough.

defend, and retain them.

Barnacles

Little

fit

between

company’s •

Lowest profit potential.

Make

Limited

fit

between

company’s

offering and customer needs.
•

Low profit potential.

Actions:
no

investment

in

these •

relationships.
•

Communicate consistently but not too

Milk the accounts only as long as •

Actions:
•

Highest profit potential

often.

offerings and customer needs.
•

company’s

satisfaction, not attitudinal loyalty.

Strangers
•

between

Actions:

Actions:
•

fit

Make profit on every transaction.

Measure both the size and share of
wallet.

•

If share of wallet is low, focus on up
and cross selling.

•

If size of wallet is small, impose strict
cost controls.

Source: Reinartz, and Kumar, (2002)
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The question being asked here is “What kind of relationship management strategies
should you apply to the different segments?”. For the customers who have no
loyalty and bring in no profits- they are called “Strangers”. But for customers in the
other three quadrants, the choice of strategy will make a material difference to the
segments’ profitability. “Butterflies” are customers who are profitable but disloyal.
“True friends” are both profitable and loyal.

Finally, with “Barnacles”, the

emphasis is whether they have potential to spend more than they currently do
(Reinartz and Kumar, 2002). In this way the marketer is better positioned to make
appropriate decisions in the management of customer loyalty.

Loyalty programmes have grown in application given their perceived advantages in
the pursuit of customer loyalty. The following section examines the merits of such
programmes and their relevance for marketers today.

86

Chapter 2: Literature Review

2.8

What Are Loyalty Programmes?

‘‘"Loyalty programmes are structured marketing efforts, which reward, and therefore
encourage, loyal behaviour'^ (Sharp and Sharp, 1997). Rewards can and do build
customers’ loyalty, and most companies now appreciate how valuable loyalty can be.
In practice however, rewards programmes are widely misunderstood and often
misapplied. When it comes to design and implementation, too many companies treat
rewards as short-term promotional give-aways or specials of the month. A rewards
programme can accelerate the loyalty life cycle, encouraging first or second year
customers to behave like a company’s most profitable tenth-year customer, but only if it
is planned and implemented as part of a larger loyalty-management strategy.

A

company must find ways to share value with customers in proportion to the value the
customers’ loyalty creates for the company (O’Brien, and Jones, 1995).
In recent years there has been a rise in the use of loyalty programmes by marketers.
Now there are programmes offered by supermarkets, financial institutions and all sorts
of retailers. Kotler, (1992) agrees that this change has been stimulated by beliefs that
marketing has not paid sufficient attention to customer retention, and Reichheld and
Sasser, (1990) propose that increased rates of retention lead to significantly increased
profitability.

The rise of loyalty programmes

The customer service and quality movement of the 1980s has, to some degree, been
replaced by enthusiasm for loyalty/relationship marketing.

The formalisation of

marketing strategies which reward customers for that relationship, which is the basis of
loyalty programmes marketing, is not new but the scale and prevalence of such
programmes have increased dramatically in just a few years across a widening range of
industries. Loyalty programme adoption is a part of a new emphasis on defensive
marketing, that is.
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activities which focus on holding on to existing customers and getting more custom
from them, in contrast to activities which focus on winning new customers.

2.8.1

Why Choose Loyalty Programmes?

The goal of loyalty programmes is to establish a higher level of customer retention in
profitable segments by providing increased satisfaction and value to certain customers.
For example, many supermarkets preferred shopper programmes are targeted toward
heavy users.

Anderson, Fornell, and Lehmann, (1994) and Reichheld and Sasser,

(1990) suggest that the managerial justification for these programmes is that increased
customer satisfaction and loyalty have a positive influence on long-term financial
performance.

Firms that earned superior levels of customer loyalty and retention also earned
consistently higher profits - and they grew faster as well. Retention explained relative
growth and profits with remarkable accuracy (Reichheld, 1996a). The following graph
shows that profits can increase immensely when companies increase their retention rate
by just 5%. As can be seen from the graph for example, an increase in retention by 5%
by an Advertising Agency results in a profit increase of 95% per customer.
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Figure 2.12

Profit impact of 5% Increase in Retention Rate

Source: Reichheld, (1994)

2.8.1.1

Superquinn Loyalty Programmes

The researeher has chosen to examine the loyalty programme of Superquinn as it is a
very strong player in the Irish Market.

The grocery market is of considerable

importance to the Irish economy. The researcher suggests that this loyalty programme
has potential application to a lot of service industries in Ireland and so covers a number
of questions regarding loyalty and the service industry in Ireland.

The Superquinn chain has its origins in the Dublin suburb of Dundalk, where Feargal
Quinn opened his first shop in 1960. A central part of Feargal Quinn’s retailing policy
was an emphasis on customer service, founded on the determination to keep close to the
customer and to build a firm that would always try to see things from the customer’s
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point of view. This would also be a means of encouraging customer loyalty (Rogan,
2003). The Irish Grocery Market is estimated as being worth e 7,000 million per year.
Superquinn has 800,000 superclub cards in circulation, half of which are active
accounts. The only supermarket chain that does not run a point-collecting scheme is
Musgrave Supervalu-Centra.

Superclub was the first supermarket loyalty scheme,

launched in 1993. It also involved a number of partner firms, ranging from Texaco
servdce stations to UCI cinemas. These pay a fee for the service and buy points that
they distribute to their own customers. Superquinn has calculated that average
expenditure per customer increased since the scheme was launched.

The 800,000 members of Superquinn’s loyalty scheme SuperClub are to receive vastly
improved benefits following a major review of the ten-year-old programme.
Under the new scheme launched in August of 2002, SuperClub members will be able to
redeem their points to shop for over 9000 gifts in the Argos catalogue, in any Argos
shop in the Republic of Ireland, or to get instant discounts on their shopping bill at
Superquinn.

No other loyalty scheme in the Irish market offers a facility for instant redemption of
points. The new SuperClub is designed to give customers the potential to earn
significantly more points and Superquinn is to gain a competitive advantage.
Under the new scheme customers will collect bonus points, to be called SuperCent. One
hundred SuperCents equals one euro. SuperCents can be converted into euros and
‘spent’ immediately at the checkout or exchanged into gift vouchers to shop at Argos.
Customers who have points accumulated under the existing scheme will automatically
transfer to the new scheme without any action needed on their part. Their points will be
automatically converted to the equivalent value in SuperCent and members will receive
an up to date statement of their account.

Currently, 630 SuperClub points convert to a

g5

Superquinn shopping voucher. Under

the new scheme, 500 SuperCent will also be worth

g5, so

the real value of points

remains the sam*e. Points already accumulated by Superclub members will be
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automatically

converted

at

the

rate

of

630

points

to

500

SuperCent.

Eleven years old in July 2004, SuperClub was the first customer loyalty programme of
its type in Europe. It has been the model for similar schemes in Ireland as well as
Brazil, Scandinavia, Portugal and South Africa. Currently over 800,000 customers
participate in the scheme. Over 70% of members use their points to buy catalogue gifts.
Eamonn Quinn, deputy chairman of Superquinn, said that after ten years experience
operating SuperClub, the supermarket had decided to refresh the loyalty programme to
build on its strengths. They set out to develop a new programme with enhanced benefits
that would reward our customers for their loyalty. Following extensive research and
investment in world-class technology Superquinn now have a new loyalty scheme that
is unique and ahead of its time. The Argos catalogue will replace the SuperClub
catalogue in the new scheme (Checkout Magazine, 2003).
O’Brien and Jones, (1995) suggest that companies are frequently tempted to introduce a
customer loyalty programme in order to “solve” their retention issues. Establishing
bonus programmes and a policy of hiring from within can help companies retain
employees. Managers typically believe that it is desirable and expected for a properly
executed loyalty rewards programme to increase usage of the company’s product or
service offerings (in Bolton and Kannan, 2000). Superquinn were advocates in Ireland
as they were the first to introduce Loyalty Programmes resulting in high profitability for
Superquinn. They rewarded and valued their customers for shopping with them and
from the data available the author recognises that this resulted in high satisfaction for its
customers as they were rewarded for shopping with Superquinn.

2.8.1.2

Frequent Flyer Programmes

In the 80s airlines started to adopt loyalty schemes that basically reward frequency,
generically called, “Frequent Flyer Programmes”. Intrinsically, there are four basic
motives for operating frequent flyer programmes; to generate brand loyalty; to repeat
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business for an airline; to gain the benefit of “word of mouth”; to achieve product
differentiation; segmentation and cross-selling opportunities.

The KLM annual report (1995) states '"loyalty programmes continue to increase in
importance as marketing instruments outside the United States as well as within. They
rank third in importance after scheduling and reliability, for air travellers choice of
airline"'. Most surveys support the argument that these programmes have a significant
effect upon company choice. However, Nako, (1997) demonstrates that the impact of
frequent flyer programmes varies across airlines and that the effectiveness of a
programme varies depending on the presence that the corresponding airlines has in the
city in which the participating member resides.
Moreover, Gilbert and Karabeyekian, (1995) contend, "FFP’s are loosing their
usefulness as a promotional tool". Much of the scepticism about such programmes is
based on their high cost of initial establishment and maintenance. Additionally, once a
loyalty programme is implemented there are little chances to give up.
Some common features of Frequent Flyer Programmes consist of:

•

FFP’s are a common marketing tool within relationship marketing strategies
that reward frequency, seeking to attract and retain people who travel often; so,
repurchase is rewarded. (Petrof, 1999) defines "a frequent traveller as someone
who takes more than twelve trips a year".

•

The principal target of FFP’s are business people because they travel frequently
due to job-related assignments. However, in reality, anyone who enrols on a
frequent traveller programme, regardless of frequency of purchases, is
considered a frequent traveller.

These programmes tend to be more successful for airlines with the biggest route
systems since they are most attractive to travellers due to their wider choice (Petrof,
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1999) . Furthermore, some authors consider these programmes to be anti-competitive,
because they favour the bigger companies at the expense of the smaller ones. Given the
diversity of opinion surrounding such loyalty programmes the fundamental question to
be addressed must surely be the success of loyalty programmes.

2.8.2

How Successful are Loyalty Programmes?

The general reaction of customers to loyalty cards has been positive according to
Lansdowne Market Research who carried out some research on consumers’ attitudes to
loyalty schemes in 1997.

The results are shown below:

Are loyalty schemes a good or bad idea?
Very good

26%

Good

45%

Neither good nor bad

17%

Bad

9%

Very bad

3%

Reasons for participation:
To receive goods on offer

38%

Tm shopping, so I might as well

36%

To save money or receive discounts

22%

Other reasons

4%

Source: Sunday Tribune, (1996); Irish Times, (1997); Checkout Ireland, (1997); Sunday Business Post,
1998

Little research has been carried out on this topic in recent years however, the
proliferation of loyalty programmes currently in existence points to some measure of
success for the operators.

It is the authors assertion that to generate the possible
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advantages of future loyalty programmes, much evaluation of their success or otherwise
needs to be forthcoming.

2.8.3

Evaluating a Loyalty Programme

In order to evaluate a loyalty programme, members (customers) should show changes in
repeat-purchase loyalty, which are not evident amongst non-programme members,
specifically:

•

Decreased switching to non-programme brands.

•

Increased allocation of share requirements to the programme brand(s).

•

Increased repeat-purchase rates.

•

Increased usage frequency.

Loyalty programmes, through the equity the customer builds in the programme aim to
lock customers in.

94

Chapter 2: Literature Review

2.8.4

The Customer Relationship Revolution

Figure 2.13

The Customer Relationship Revolution

Satisfied \vith Product

Customer B

Customer A

Loyal

Vulnerable
Dissatisfied with relationship

SatisUed with relationship
Customer D

Customer C'
Saboteur

Hopeful

Dissatisfied with Product
Source: http://www. crrn-forum. com/crm_vp/crr/sldO 1 .htm

The customer relationship revolution identifies the different types of customers in the
market and what types of loyalty programmes would provide the best results for the
company therein. Loyalty is a vastly complex topic. The above bi-dimensional map
begins to illustrate how product-based and customer-based strategies, in combination
affect loyalty.

The eLoyalty Matrix, developed at www.eLoyalty.com shows that

turnover is greatest with customers who are dissatisfied with the relationship they have
with the company.
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The eLoyalty Matrix provides a framework for better understanding the problem of
customer turnover and direction about where to look for opportunities for improvement.
The key is to focus on the customer’s relationship with the company. Even though
Customers C and D both had poor product experiences, Customer D’s willingness to
continue a relationship with the company dramatically differs from the behaviour of the
Saboteur.

Customer A is satisfied with the product purchased, but dissatisfied with his
relationship with the company. This customer type is vulnerable to switching. This is
very typical today. If a company can deliver a quality product the reward should be
repeat or increased business, not fear of lost business. The customer/company
relationship profoundly affects how a product or company is viewed and affects
customer behaviour. Properly managed and serviced, this category of customer can
become a significant source of future business and move into the loyalty quadrant.

Customer B is the type of customer every company desires: very satisfied with the
product and the relationship with the company. The company can count on his/her
repeat business, and will most likely benefit from referral business via positive word-ofmouth.

Customer C is a nightmare—a Saboteur to the organization. A bad experience with the
product and the relationship with the company guarantees that he/she will never buy
from the company again. This category of customer will bad-mouth the company
because they feel wronged, which compounds the problem, as they tell others about
their bad experience and discourage potential customers from ever interacting with the
company.
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Customer D was not satisfied with the product, but is hopeful that the next purchase
will be satisfactory. A good relationship creates a reservoir of goodwill upon which the
customer is willing to give the company or product another chance.

2.8.5

The Role of Loyalty in Retention Marketing

Understanding how or why a sense of loyalty develops in customers remains one of the
crucial management issues today. The rewards of loyalty are long-term and cumulative.
Customer loyalty is purchase behaviour, unlike customer satisfaction, which is
attitudinal. Customer loyalty, a key mediating variable in explaining customer retention,
is concerned with the likelihood of a customer returning, making business referrals,
providing strong word-of-mouth, as well as providing references and publicity.
Customer loyalty is essential if one wishes to retain customers, thus the issue of
customer retention is addressed in the next section under the topic Retention Marketing.

97

Chapter 2: Literature Review

Retention Marketing

Customer Retention

“Retaining customers and retaining employees are
two sides of the same coin ”

“Ifyou can’t keep the customers you have, you don’t
deserve any new ones ”
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Two elements of Retention Marketing are essential to the present study:
1.

Customer Retention

2.

Employee Retention

Employee Retention was diseussed in Seetion 2.5 of this chapter. Customer Retention
is now discussed.

2.9

What is Customer Retention?

Customer retention can be a powerful tool in the development of customer relationship
programmes. Customer retention is important to most companies because the cost of
acquiring a new customer is far greater than the cost of maintaining a relationship with
a current customer.

Customer retention can be defined as keeping the maximum

number of active customers. The concept of relationship marketing has at its core
customer retention, as discussed in section 2.3 of the literature review, the topic of
relationship marketing and how it applies to customer retention. Much of the literature
on retention marketing draws on the philosophy of relationships and focuses primarily
on the impact of customer retention on company profitability, with an analysis of
various strategies and plans used to improve customer retention rates.

Customer Retention is neither a grand design nor an overarching strategy. It is simply
one facet of what can be called "'customer managemenr. The interest in customer
retention has been fuelled, by the recognition that customer satisfaction, (which is
discussed in section 2.6 of the literature review), is considered a pivotal element of the
marketing philosophy. Rust and Zahorik, (1993); Hart et al., (1990); Jones and Sasser,
(1995) state that studies on customer retention have generally focussed on its links with
service quality, service recovery, customer satisfaction, sales revenue and profitability .
Customer retention is the only means for business survival according to Slee, (1998)
who proposes that one must establish a customer retention goal that reads something
like this: "Every Customer that we do business with today, we will do business with
forever''. Getting the right customers is a critical step in building loyalty-based business
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system, but it is only the first critical step. Once a company has loyal customers and the
cash-flow surplus they provide, it needs to reinvest a solid share of that cash in hiring
and retaining superior employees.

As both a determinant and indicator of performance, customer retention has received
considerable interest in the service marketing literature during the last few years. The
importance of customer retention is due to the fact that it is considered a major
determinant of market share and profitability.

2.9.1

Management of Customer Retention

Management of the current customer base has become a critical priority to companies.
Customer retention has become just as important as customer acquisition. During the
last few years there has been a growing interest in studying the economics of longlasting customer relationships. Heskett et al., (1994) introduced the concept of market
economies, by which he means achieving results by understanding the customers
instead of concentrating on developing scale economies.

The management of customer relationships is critical in the service industry as
customers may seek ongoing relationships with service providers to reduce their
perceived risk in evaluating services characterised by intangibility and credence
properties. In addition, due to the intangibility and the interpersonal focus of services,
customers are more likely to form relationships with individuals and with the
organisations they represent than with goods. Finally, employees are the primary if not
sole contact point for the customer both before and after the purchase. Customer
retention is the missing link between customer satisfaction and profitability (Oliver et
al., 1996).
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While every company’s strategy is unique, all of them build on the following elements:

1. Building a superior customer value proposition. Every company should centre
its strategy on the development of a value proposition that offers key customers
truly superior value in relation to competitive offerings.

2. Finding the right customers.

Loyalty leaders understand who their target

customers are and develop systems to acquire them selectively. Getting the
right customers often depends more on the magnetism of the value proposition
and the referrals than on brilliant salesmanship.

3. Earning customer loyalty. Loyalty leaders treat customers like assets, and do
everything possible to retain these assets and increase their lifetime value.

4. Finding the right employees. Successful loyalty-based businesses tend to be as
selective in their choice of hires as they are in their choice of customers. They
look for people with character who share the company’s values, recruits with the
talent and skills to achieve the levels of productivity that make for satisfying,
long-term careers.

5. Earning Employee loyalty. Loyalty leaders invest heavily in the development
and training of their employees and construct career paths and organisational
structures that enable them to make the most of their education and abilities.

6. Gaining the cost advantage through superior productivity. The productivity
surplus that grows from better customer and employee loyalty produces a cost
advantage.
(Reichheld, 1996a)
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Importance of Customer Retention

2.9.2

The value of customer retention is simple.

A five-year old customer relationship is

worth more to a bank for example, than a new relationship.

I'he effect of longetivity on profits comes from several sources:

•

First, balances grow over time as interest accrues.

•

Second, the expense of acquiring a new depositor is only incurred in the first
year.

•

Third, the cost of maintaining a customer is somewhat fixed.

•

Fourth, long-term customers are more likely than transitory patrons to expand
their relationships to other products, both liability and asset.
(Carroll and Rose, 1993).

Companies must look at ways of retaining their existing customers. The Pareto Rule
states that 20% of customers typically generate 80% of profits, therefore the majority of
customers, approximately 60%, range from mildly profitable to breakeven to
unprofitable.

The value of a potentially profitable customer appreciates over time.

Research provides compelling evidence that the most sustainable levels of customer
loyalty and retention are achieved through consistency in service excellence delivery
(Murphy, 2001).
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Figure 2.14

Keeping Customers Pays Off

■I
6

7

8

Year

Source: Reichheld, (1994)

The above graph shows that in Year 1, companies generally make a loss on new
customers but as the years progress and customers stay longer with the firm, profits
increase steadily year on year.
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Figure 2.15

Relationship

Between

Customer

Retention

Rate

and

Customer Duration

Customer Retention Rate (Annual)
Source: Reichheld, (1996a)

The diagram above summarises the relationship between annual retention rate and
average customer tenure. It shows how small increases in retention can compound into
substantial changes in average tenure, especially at retention rates of 80 per cent and
higher. For example, 90 per cent retention means an average tenure of 10 years, but 95
per cent retention doubles the average to twenty years. Retention rates give a general
idea of how well a company is performing and paints a graphic picture of the
relationship between tenure and retention rates.
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2.9.3 Why Customers defect from Organisations?
An examination of customer retention necessitates a look at customer defection. The
table below investigates why consumers defect from organisations. There are five main
categories.

Table 2.6

Reasons for customer defections

Type

Description

Price

Defections to lower-priced alternative.

Product

Defections to a superior product.

Service

Defections owing to poor service.

Market

Customers who leave the market, but not to a competitor.

Technological

Defections to a product from outside the industry.

Source: Buttle, (1996)

A closer examination with resulting percentages examines the reasons why companies
lose customers. As can be seen from the table, staff play a strong role in employee
retention.
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Table 2.7

How Companies Lose Customers

1%

Die

3%

Move Away

4%

Are natural floaters

5%

Move on recommendation

9%

Find somewhere cheaper

10%

Are chronic complainers

68%

Go elsewhere because the people who serve them are indifferent to their
needs. They just don’t care!

Source: Daffy, (1999)

As shown, 68% of customers leave a company due to the staff that they deal with.
Organisations therefore need to critically look at the staff they hire and train. 68% is a
very large percentage of a company’s entire customer base, consequently organisations
should look at ways of how to keep the skilled staff they have in order to keep the most
profitable customers.
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To examine defection in more detail, the below diagram demonstrates how to analyse
customer defections.

Figure 2.16

Failure Analysis of Customer Defection

Inadequate customer value
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Failure analysis has four steps. The first step is to gather the senior management group
plus a sampling of respected front-line personnel. This group must then contact the
unsatisfied group of people or person to find out why they defected. The second step is
to decide which customer defectors are truly critical. It is obvious that one wants to talk
to customers who genuinely represent the target segments of the future business. The
third step is the root-cause interview itself After an appropriate training session, each
executive should be assigned 10 to 25 defectors.

The secret to success in these

interviews is to probe into what drives customer behaviour until the root cause of each
defection is known, then test various solutions to see which if any would have saved the
relationship. The fourth step involves the joint development of an action plan, based on
the results of the defector interviews. The group can come up with some actions that
require no major investment and can therefore be tested at once. Other remedies may
require further research or analysis because of the size of the required investment. Most
companies would carry this failure analysis out in eight to twelve weeks, and it has
repeatedly produced practical and effective solutions. (Reichheld, 1996a).
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2.9.4

Service Failures

The results of 352 dissatisfactory incidents collected from customers in the hotel
industry are shown in the table below.

Table 2.8

Dissatisfactory Incidents in the Hotel Industry

Total

Percent

Hotel

Of Total
Employee Responses to Service-Delivery Failures
Response to unavailable service

29

8.2

Response to unreasonable service

53

15.1

Response to other core service failures

69

19.6

Subtotal

151

42.6

Response to “special needs” customers

6

1.7

Response to customer preferences

37

10.5

Response to admitted customers error

8

2.3

Response to potentially disruptive others

4

1.1

Subtotal

55

15.6

Attention paid to customer

48

13.6

Truly out-of-the-ordinary employee behaviour

41

11.6

Employee behaviours in the context of cultural norms

43

11.9

Gestalt evaluation

15

4.3

Performance under adverse circumstances

-

-

Subtotal

146

41.5

47.6

Employee Responses to Customer Needs and Requests

17.9

Unprompted and Unsolicited Employee Actions

34.5

Source: Bateson, (1995)

Each incident was described by a respondent and then classified according to its source.
Less than half the failures came from failures in the delivery system, such as
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unavailable service, unreasonably slow service, and other core service failures. Nearly
half of incidents of dissatisfaction are caused by the behaviour of employees during the
process of service delivery. These are the unexpected behaviours not initiated by the
customer, but which can influence customer satisfaction dramatically.

2.9.5

Advantages of Customer Retention

Attracting new business is exciting, but it costs, conservatively, at least six times as
much as retaining existing business.

That is a good reason to focus on keeping

customers happy, but there are other significant reasons.
1. Existing customers are easier to serve than new ones.
2. An organisation’s revenues and profit potential increase.
3. Existing customers are sources of valuable ideas for your business.
4. Existing customers act as advocates for your service organisations.
5. A long-term working relationship improves the customer’s situation.
6. Continuing relationships offer growth opportunities to your firm’s employees.
(Congram, 1991).

A satisfied customer creates a strong relationship with the service provider and this
leads to customer retention/relationship longevity. Customer retention generates steady
revenues and by adding revenues over time, customer relationship profitability is
improved (Wong, 2000). Having satisfied, committed employees leads to higher levels
of customer satisfaction and customer retention, which in turn leads to higher
profitability and better stock performance for companies (Hawk, Sheridan, 1999).
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2.9.6

Customer and Employee Retention

There appears to be by way of research little evidence into the relationship between
employee satisfaction and customer retention. However, the work undertaken by Bain
& Company suggests a strong link between these two variables as shown in figure 2.17.
"‘Higher retention of the right calibre of employee creates a stable and experienced
labour force that delivers higher service quality at lower cost... this leads to higher
customer retention'' and of course increased profitability (Clark and Payne, 1995).

The following diagram Figure 2.17 developed by Bain and Company illustrates how
customer retention leads to employee pride as the employees feel contented that
customers are happy and return to the organisation. This then results in employee
satisfaction and employee retention. Resulting from this, long-term employees create a
higher service quality and thus reduce costs as the staff are familiar with what they are
doing in the workplace. This diagram examines how customer retention can lead to
employee retention. The researcher is interested in examining how employee retention
can lead to customer retention and the extent to which this occurs in the services
industry. It is the researchers contention that employees should be the starting point and
from there customer retention may follow.
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Figure 2.17

Employee and Customer Retention
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3.1

Introduction

This chapter describes the methodology used to conduct the primary research.

It

begins by defining marketing research, sets out the market research process and then
describes research undertaken by the researcher for the purpose of the study.

3.2

Definition of Marketing Research

Marketing research is defined by The Marketing Institute of Ireland, (1996) as:

''The formalised means of obtaining information to be used in making marketing
decisions^

(in Domegan and Fleming, 1999)
The UK definition is a broader one. It states that marketing research is "The collection,
analysis, interpretation and presentation of information obtained from individuals or
groups of people in order to guide decisions on a wide range of matters, affecting
consumers, either as buyers or as citizens”.

(The Market Research Society (UK), 1998)

Further, marketing research is defined by The American Marketing Association, (1988)
as "The function which links the consumer, customer and public to the marketer through
information - information used to identify and define marketing opportunities and
problems; generate, refine and evaluate marketing actions; monitor marketing
performances; and improve understanding of marketing as a process.”

(in Domegan and Fleming, 1999)
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Whatever definition of marketing research one chooses, there are several important
characteristics inherent in the concept. Good marketing research must be methodologyled, decision driven and information-orientated (Churchill, 1995).

Firstly, marketing research is a methodology-led process that systematically and
objectively investigates a problem or opportunity confronting marketing management.
Secondly, the purpose of conducting research is to aid decision making.

The

information gathered should reduce the uncertainty associated with a decision and
improve management decision making. Thirdly, market research is about information.
Market research is used in any business context. Information is crucial to the success of
any business. Different types of market research projects span all aspects of the macro
and micro environment, therefore, market research studies are found in every context
that links the company to its environment. While no two research projects are ever
identical, there is a single procedure for all researchers to follow.

The researcher

proposes the research process as set out in the following sections as suitable for the
purpose of the study.

3.3

Marketing Research Process

The researcher has found that there are many different types of research processes. It
was decided to use the ten step process presented below.

This particular research

process is more detailed and so makes it easier to define the individual steps the
researcher must take when endeavouring to solve the research problem.

Before the steps undertaken are presented, a definition of the research problem is
required. The proposition arising from the literature review is that employee retention
can have an indirect contribution on customer retention.

In the hotel industry, the

purpose of this thesis is to establish if indeed this is the case and if so how and why it
occurs.
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The problem thus can be defined as:

“Does Employee Retention have an indirect impact on Customer Retention?”

The researcher therefore, needs firstly to determine if this indirect impact is present and
furthermore wishes to establish how this occurs and the reasons why it occurs.

The major steps in the marketing research process are as follows:
1. Justify the need for marketing research.
2. Define the research objective(s).
3. Identify data needs.
4. Identify data sources.
5. Choose an appropriate research design and data collection method.
6. Design the research instrument or form.
7. Identify the sample
8. Collect data, including any relevant secondary data.
9. Analyse and interpret the data.
10. Present the research findings to decision makers.

(Parasuraman et al., 2004).

3.3.1

Justify the need for Marketing Research

Marketing research is needed to determine if problems exist, to generate, refine and
evaluate marketing actions and to evaluate marketing performance.

There are four

decisions to analyse in order to decide if marketing research is necessary:
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•

Potential usefulness of the research results.

•

Management’s attitudes toward the research.

•

Resources available for implementing the research results.

•

Cost of the research versus the benefits.

Though these four considerations are not necessarily independent of one another, each
is important enough to be considered separately.

1.

Potential Usefulness

The potential usefulness of a research project is the extent to which its findings will aid
in taking further action in a given situation. Alternatively, it is the extent to which the
research findings are likely to reduce a decision makers uncertainty or to provide
relevant additional insights into a given situation.

For the purpose of the thesis,

marketing research will prove invaluable in that it will increase the knowledge of the
researcher linking customer retention to employee retention, and help to solve the
problem at hand.

2.

Management Attitudes

Management, or research users in general, must view a proposed research project with
an open mind if the project is to be beneficial.

Marketing research conducted for

reasons other than aiding decision making is of no value to an organisation and the
effort will be wasted unless decision makers are willing to accept the results.

3.

Resources Available for Implementation

The research will be wasted if management lacks the resources needed to implement the
research results.
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4.

Cost versus Benefits

The three factors discussed above are related although indirectly, to the cost-versusbenefits issue. Each of these factors addresses the question of whether it is worthwhile
to conduct marketing research.

Research costs are much easier to quantify than

research benefits.

For the purpose of this research, the last three points are seen as not particularly relevant
or pertinent as the research conducted is for personal academic advancement.
(ParasLiraman et al., 2004). It is however the researcher’s contention that the findings of
this study may indeed have practical managerial implications.

3.3.2

Define the research Objective(s)

Accurately defining the research problem or research objective is the key to determining
whether to conduct research and, if so, what its nature should be.

According to

Lawrence D. Gibson, (1998) ''The payoff from good marketing problem definition is
enormous - nothing else we do has so much leverage on profit. When we develop our
skills in problem definition, we do ourselves, our function, and our companies an
extraordinary service. We begin to live up to our promise and to our potential ... To
summarise, good marketing problem definition is a prerequisite for successful
marketing research - marketing that really does solve marketing problems'' (in
Parasuraman et al., 2004).

Accurate definition of a project’s purpose requires (1) identifying a number of specific
issues and (2) deciding which of those issues are worth examining further. Research
projects focusing on ill-defined problems ultimately result in inefficient use of
resources.
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Having defined the research problem as “Does employee retention have an indirect
impact on customer retention?”. The research objectives for this research project are
listed as follows:

•

To understand the elements of customer satisfaction.

•

To determine what causes customers to stay and return to organisations.

•

To research the benefits of customer retention.

•

To examine the advantages of employee retention.

•

To establish if there is a link between employee retention and customer
retention.

3.3.3

Identify Data Needs

This step deals with identifying the data that should be collected during a research
project. It is very important to have clearly defined the purpose of the research project
in order to know exactly what information needs to be gathered.

For the purpose of the thesis, the researcher feels that information arising from both
primary and secondary data need to be collected to get a well-rounded grasp of the
subject.

3.3.4

Identify Data Sources

After identifying data needs, the next logical step is to locate sources capable of
providing the data.

Secondary Data

These are data that have been already collected and are readily available from other
sources.

Secondary data can be internal and external. Internal secondary data are
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sources within the organisation. The researcher should check out the availability of
internal secondary data before turning to external sources. External secondary data are
defined as sources outside the organisation.

The researcher found many articles,

academic journals, trade journals, books, marketing magazines, internet and other theses
to be excellent sources of secondary data.

There are many advantages to using secondary data.

Secondary data are readily

available and therefore less costly and time consuming to obtain. Secondary data also
can have some disadvantages such as relevance and difficulties in ensuring accuracy.

Primary Data

Primary data are those collected for the specific research needs. Not all data may be
readily available.

Collecting primary data entails a significant amount of time and

effort on the researcher’s part. Primary Data can be Qualitative or Quantitative.

Qualitative Research is the collection, analysis and interpretation of data that cannot be
meaningfully quantified, that is, summarised in the form of numbers. Observations and
statements are in a qualitative or non-standardised form. Qualitative research involves
observing and/or asking open-ended questions, usually with a small number of
informants.

Quantitative Research is the collection of data that involves larger, more representative
respondent samples and the numerical calculation of results.

Quantitative research

involves a structured questionnaire and a large sample. The purpose of quantitative
research is very specific, and this research is used when the manager and researcher
have agreed that precise information is needed.
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Types of Qualitative Researeh
1. Focus Group Interviews:

An objective discussion leader introduces a

topic to a group of respondents and directs their discussion of that topic in a
non-structured and natural fashion.

2. Analysis of Secondary Data:

Examining appropriate secondary data is a

fast and inexpensive way of conducting exploratory research that can
generate valuable insights.

Such insights, in turn, will provide a proper

focus for conclusive research. The researcher found this source of
information invaluable as it gave the author a very good indication of
research conducted on the topic at hand. It also helped the researcher gain
an understanding of the topic.

3. Case Study Method:

The case study method is an in-depth

examination of a unit of interest.

The unit can be a customer, store,

salesperson, firm, market area, website and so on.
4. Observational Method:

This

involves

human

or

mechanical

observation of what people actually do or what events take place during a
buying or consumption situation.

5. Projective Techniques:

This is where an ambiguous stimulus is

presented to respondents, who, by reacting to or describing the stimulus,
indirectly reveal their own inner feelings.

6. Word Association Techniques: Words are read aloud to each respondent
one at a time and the respondent is asked to say the first word that comes to
mind as soon as each stimulus word is presented. These responses are then
interpreted.
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7.

Personal interviews:.

There are two main types of personal interviews

conducted in marketing research: structured and unstructured. For this study
the researcher utilised informal interviews during the collection of data.
Unstructured Informal Interview
The unstructured informal interview is normally conducted to generate
ideas/hypotheses about the subject being investigated. Such interviews are
entirely informal and are not controlled by a specific set of detailed
questions. These interviews amount to an informal conversation about the
subject. The aim is to find out how people think and how they react to
issues.

The respondent is encouraged to talk freely about the subject.

Informal interviews can give the researcher an accurate feel for the subject
to be surveyed.
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Types of Quantitative Research
The basic form of quantitative research is surveying. There are many different forms of
surveys:
Table 3.1

Types of Surveys

Data Collection Method
In-home interview

Description
The interviewer conducts the interview in the respondent’s
home.

Mall intercept interview

Respondents in a large shopping are approached and asked to
take part in the survey.

In-office interview

The interviewer makes the appointment with business executives
or managers to conduct the interview at the respondent’s place
of work.

“Traditional” telephone

Interviewers work out of their homes to conduct telephone

interview

interviews with households or business representatives.

Central location telephone

Inteiwiewers work in a data collection company’s office using

interview

cubicles or work areas for each interviewer.

Computer assisted

The questions are programmed for a computer screen and the

telephone interview

interviewer then reads them off. Responses are entered directly
into the computer programme by the interviewer.

Fully computerised

A computer is programmed to administer the questions.

interview

Respondents interact with the computer and enter their own
answers by using a keyboard, by touching the screen, or by using
some other means.

Online & other internet

Respondents fill out a questionnaire that resides on the internet,

based surveys

or otherwise accesses it via the internet.

Group self administered

Respondents take the survey in a group context.

Drop-off survey

Questionnaires are left with the respondent to fill out.

Mail survey

Questionnaires are mailed to prospective respondents who are
asked to fill them out and return them by mail.

Source: Burns and Bush, (2003)
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Qualitative research in the form of secondary data has already been generated in the
literature review guiding the way for the collection of primary data. The researcher
planned to source both quantitative and qualitative information from the use of
questionnaires assisted by informal interviewing. The researcher favoured open-ended
questions, which will result in the respondents expressing their opinion. It was intended
that quantitative information would originate from multiple choice questions and other
structured questions in the surveys. The researcher decided to use quantitative research
so as to generate information capable of succinctly answering the research question.
Two surveys were conducted, one for staff and one for customers. The reason being
that the thesis is based upon the link between customer and employee retention,
therefore, information from both was considered necessary.

To answer the research questions discussed in section 3.3, the process was to survey
employees in Bord Failte Hotels in the Cork area along with hotel customers who were
surveyed at Cork Airport. Informal interviewing with willing management, employees
and customers was conducted as they completed the survey questionnaires.

This

information added to the qualitative data generated.

3.3.5

Choose an Appropriate Research Design and Data
Collection Method

After determining the research objectives and the nature of the data to be collected, the
researcher must choose an appropriate research design, which in turn will influence
what tasks will be performed in the remainder of the project. The research design may
be exploratory, descriptive or causal. A research design is a set of advance decisions
that makes up the master plan specifying the methods and procedures for collecting and
analysing the needed information
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The Basic Research Objective and Research Design

Table 3.2

Appropriate Design

Research Objective

To gain background information, to define terms, to clarify Exploratory
problems and hypotheses, to establish research priorities.
To describe and measure marketing phenomena.

Descriptive

To determine causality, to make “if-then” statements.

Causal

Source: Burns and Bush, (2003)

Exploratory Research
This helps researchers gain some initial insights and may pave the way for further
research. The primary purpose of exploratory research is to shed light on the nature of a
situation and identify any specific objectives or data needs to be addressed through
additional research. Exploratory research is most useful when a decision maker wishes
to better understand and /or identify decision alternatives. There are several methods of
conducting exploratory research, including interviews, focus groups, secondary data,
case studies, and observations. These methods have already been explained in 3.3.4 of
the marketing research process.

Descriptive Research
Descriptive Research aims to describe something.

Specifically, it is intended to

generate data describing the composition and characteristics of relevant groups of units
such as customers.

It helps investigators verify insights and select the appropriate

course of action.

The primary purpose of descriptive research is to help decision makers choose the best
course of action in a situation. It is especially useful when a decision maker already has
in mind one or more alternatives and is specifically looking for information pertinent to
evaluating them. Descriptive research can be either descriptive or experimental.
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Causal Research

Causal Research allows one to make causal inferences about relationships among
variables. To be able to say that X has a causal influence on Y. Causal relationships
are determined by the use of experiments, which are special types of studies.

An

experiment is defined as manipulating an independent variable to see how it affects a
dependent variable, while also controlling the effects of additional extraneous variables.

Figure 3.1 below, attempts to show the two options available to a researcher when
conducting market research. If the research requirements are clear, one can choose
conclusive research which encompasses descriptive and causal research.

If the

researcher needs to comprehend the research firstly before conducting major research,
then exploratory should be chosen.
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Figure 3.1

Flow Diagram for Selecting the Appropriate Research Type

Source: Parasuraman et al., (2004)

The researcher opted to use both exploratory and descriptive research to get an in-depth
view of the problem.

Exploratory research was used firstly to gain insight using

secondary data. Descriptive research then followed where the surveys and informal
interviewing were employed to examine the link between employee and customer
retention.
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3.3.6

Design the Research Instrument or Form

This step involving developing the data collection instrument or form is relevant when a
research project requires primary-data collection. Primary data are frequently collected
through interviews, but in some instances they are also gathered through observation.
Regardless of the method used, some instrument must be designed to record the data
being collected.

For the purpose of this thesis, the researcher has chosen a

questionnaire as the research instrument.

Functions of Questionnaires
Questionnaires translate research objectives into specific questions, standardise
questions and response categories, foster respondent cooperation, serv^e as permanent
records, can speed the process of data analysis, and can serve as the basis for reliability
and validation measures. In more detail, these six functions are:

•

It translates the research objectives into specific questions that are asked of
respondents.

•

It standardises those questions and the response categories so every participant
responds to identical stimuli.

•

By its wording, question flow, and appearance, it fosters cooperation and keeps
respondents motivated throughout the interview.

•

Questionnaires serve as permanent records of the research.

•

Depending on the type of questionnaire used, a questionnaire can speed up the
process of data analysis.

•

Questionnaires contain the information on which reliability assessments may be
made, and they are used in follow up validation of respondents participation in
the survey.
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Figure 3.2

Steps in the Questionnaire Development Process

Determine survey objectives

Decide data collection method

Question development

Question evaluation

Gain approval from client
T

Pretest

Revise as needed
Finalise and duplicate

Gather data

Tabulation and inal report
Source: Burns and Bush, (2003)

The above chart goes through the steps involved in developing a questionnaire. The
first two steps have been dealt with previously in this chapter in section 3.3.2 and 3.3.5
respectively where the researcher set out the research objectives and what data
collection tool will be used. Question development and evaluation involves choosing
exactly how to word the questions for the questionnaire.

A research question is

employed in research projects to obtain overt, verbal communication from individual
study participants. Its intended function is to elicit meaningful verbal responses from
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study participants. The next step is to gain approval. In the case of this study, approval
will not be required from a client, rather approval from the participating hotels and the
airport management shall be sought. Following that a pre-test should be done on a few
respondents to ensure the questionnaire is easy to read and understand. If there are any
problems arising from the pre-test, they should be dealt with at this stage. Distributing
the questionnaires to colleagues ironed out any problems here.

The questionnaire

should then be finalised and copies made. The questionnaire is then distributed and the
final step is where results and conclusions are collaborated.

Questionnaire Format

A questionnaire can vary in format as well as in terms of how it is administered.
Questionnaire format is a function of the level of structure and disguise desired during
data collection, d’here are many types of questions that can be used in a questionnaire:

Completely structured question - one that is presented verbatim to every respondent and
with fixed response categories.

Completely non-structured question - one that is not necessarily presented in exactly
the same wording to every respondent and does not have fixed responses.

Disguised question - is an indirect question whose true purpose is not obvious to
respondents.

The type of research project and the extent to which respondents are willing and able to
answer direct questions about the issues to be examined determine the types of
questions to be used.
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Table 3.3

Determinants of Questionnaire Format

Degree of Finality of Research

Respondent Willingness/ability to answer
direct questions
High

High

Low

Structured,

Structured,

nondisguised

questionnaire

disguised

questionnaire
Low

Nonstructured,

Nonstructured,

disguised

nondisguised questionnaire

questionnaire
Source: Parasuraman. et ai, (2004)

As discussed, for the purpose of the study, questionnaires will be the source of primary
data. Questionnaires were chosen, as the researcher can chose a variety of both openended and closed structure to get a greater understanding of the topic which will result
in both qualitative and quantitative information. The open-ended questions will allow
respondents to give their own opinion. There will be a variety of structured questions as
respondents reply more easily to these type of questions.

Questionnaire Administration Methods

For the purpose of the study, the researcher feels it important to explain four methods to
show the various approaches that can be chosen in administering questionnaires.

1. Personal Interview - One where there is face-to-face contact between
interviewers and respondents.
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2. Telephone Survey - One which there is only voice contact between interviewers
and respondents.
3. Mail Surveys - Involve no interviewers and the survey is sent to the respondent
through the mail.
4. Internet or web-based surveys - Involve no interviewers and the survey is
conducted over the web.

The researcher chose the personal interview where the researcher will have direct
contact with the respondents as the researcher can ensure that the surveys are
completed, and answer any questions, or deal with any problems as they arise. If a
respondent has any questions regarding filling out the questionnaire, the problems can
be answered immediately by the researcher.

Identify the Sample

3.3.7

Designing a sample to collect primary data means clearly specifying who, or what units,
should provide the needed data. Sampling is the selection of a fraction of the total
number of units of interest to decision makers. There are two general reasons a sample
is more desirable than a census. (A census requires information from everyone in the
population).

•

Taking a sample is less expensive than taking a census.

•

Typical research firms cannot analyse the huge amount of information generated
by a census.

There are two types of sampling that can be conducted:

Probability

and

Non-

Probability Sampling. In a probability sample, each element in the population has a
known, nonzero chance of inclusion.

Non-Probability Sampling is a subjective
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procedure in which the probability of selection for each population unit is unknown
beforehand.

For the purpose of the study, the researcher has undertaken to conduct non-probability
sampling. In the case of staff, the researcher will use judgement sampling where the
author uses her knowledge to identify who will be in the sample. For example, it would
be unwise to choose staff that are in the hotel less than six months as this would be too
short a period to gain the knowledge required to answer the questionnaire.
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Figure 3.3

Classiilcatioii of Sampling Methods

When sampling is decided upon, the researcher has to take into account error that can
occur in sampling. Sampling Error is defined as the difference between a statistic
value that is generated through a sampling procedure and the population parameter
value that can be determined only through an accurate census of the population.
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Non-Sampling Error is any error in a research study other than sampling error.
Sampling error can be reduced by ensuring that the sample is representative of the
population, the larger the sample, generally the more accurate the results.

Collect the Data

3.3.8

Once the data collection form and the sample design are ready, the next step is to collect
the data. Many errors can occur as data are collected. Some of the errors that occur is
illustrated in the table below.

Table 3.4

Types of Response Problems Found during Questionnaire Inspection

Problem Type

Description

Incomplete Questionnaire

Questionnaire is incomplete. The respondent apparently
stopped answering questions at some point.

Non-response to specific The respondent refused to answer particular questions but
answered others before and after it (item omissions).

questions
Yea-

or

nay-

saying Respondent exhibits a persistent tendency to respond

patterns

favourably or unfavourable, respectively, regardless of
the questions.

Middle-of-the-road patterns

Respondent indicates “no opinion” to most questions.

Unreliable responses

Respondent is not consistent on a reliability check.

Source: Parasuraman et ai, (2004)

3.3.9 Analyse the Data and Interpret the Results
Analysis and interpretation are integral parts of marketing research. The researcher will
use the “Snap 7” research analysis programme for analysing the data received from
conducting the surveys. Table 3.5 presents the different types of statistical analyses that
can be conducted on questionnaire results.
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Table 3.5

Five Types of statistical analyses used by marketing researchers

Type

Description

Example

Descriptive

Data Reduction

Describe

Statistical Concepts
the

typical

respondent;

Mean, median, mode

describe frequency

how similar respondents distribution,
are

to

the

typical

range,

standard deviation

respondent
Inferential

Determine

Estimate

population

values

parameters,

population

Standard error, null
hypotheses

test

hypotheses
Differences

Determine
differences

if Evaluate
exist

between groups

statistical

significance

T test of differences,

of analysis of variance

difference in the means
of two

groups

in

a

sample.
Associative

Determine

Determine

associates

variables are related in a tabulation

if

two

Correlation,

cross

systematic way
Predictive

Forecast, based on a Estimate the level of Y, Regression
statistical model

given the amount of X

Source: Parasura man etal., (2004)

The analysis that can be conducted using Snap includes multi-way cross tabulations,
grid tables and frequency counts, together with a summary analysis in questionnaire
format. Charts can be produced in 2-D or 3-D and statistics include means, modes,
median, quartiles and t-tests.
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3.3.10

Present Research Findings to Decision Makers

The final step in the marketing research process is to prepare a report that
communicates the results of the research to decision makers. This step is critical to the
process: only through a clear and convincing report can the findings and conclusions
reached by the market researcher be implemented. The marketing research report is a
factual message that transmits research results, vital recommendations, conclusions, and
other important information to the client, who in turn bases his or her decision making
on the contents of the report.

The following chapter presents the research findings.
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Introduction

4.1

For the purpose of the study, the researcher undertook two surveys, one for staff and
one for customers. This was decided upon so as to get a deeper understanding of the
link between customers and staff To fully understand this link, it was very
important that two surveys were used to show the link between both groups. The
total respondents for the employee satisfaction survey was 187 and the total for the
customer satisfaction survey was 355.

Details of the employee and customer

questionnaires are located in Appendix A and Appendix B respectively.

In this chapter, firstly the researcher will give the results of the customer satisfaction
survey and discuss the responses in more detail after each illustration. In the second
part of the chapter, the employee satisfaction survey will be illustrated and
explained.

4.2

Employee Questionnaire Explained

Question 1 was an introductory question. It asked how long the respondent
had worked in the hotel.

Question 2 asked employees to rate how satisfied they were in their job from
very dissatisfied to very satisfied. It allowed the researcher to gain an instant
insight into the background of the respondent in that the first two questions
on the survey asked how long they had been in the organisation and how
happy were they in their place of work. There was an instruction placed at
the end of this question. If the respondent ticked either “very dissatisfied,
dissatisfied or neither satisfied or dissatisfied” they had to continue to
question 3.
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Question 3 was a scaled response question. Employees were asked to rate
the main causes of their dissatisfaction. There was also the opportunity for
an employee to write down a factor that was not mentioned in the question.

Question 4 was a single choice question where the employee was asked what
was the rate of return of satisfied customers to the hotel.

Question 5 was also a single choice question on how often customers voice
their opinions in hotels.

Question 6 was an example of a dichotomous question where there was only
an option of two answers. It asked whether customers would complain to
either management or staff

Question 7 and Question 8 were also dichotomous questions where the
employee answered either Yes or No. Question 7 asked staff if they felt they
had the ability to handle complaints and question 8 enquired if it increases
job satisfaction when customers return on occasion to the organisation.

Question 9 was a scaled response question, which asked the respondent to
rate the factors as to why customers return to the hotel on a scale of 1-4.

Question 10 assessed job satisfaction and what factors were important in
increasing it. It was a scaled response question with a rating of 1-6.
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Employee Satisfaction Survey Results (Appendix A)

4.2.1

In this section, the researcher will illustrate the results of the employee satisfaction
survey. The employee satisfaction survey contained 10 questions, the questions
varied from multiple-choice to scaled questions.

Question 1
How long have you worked with this organisation?

The above pie-chart shows that out of the respondents that were asked, 13% of staff
have been with the hotel for a period of between 0-6 months, 17% have been with
the hotel for between 7 and 12 months.

Over 51% of respondents have been

working in the same hotel for over one year. It was important to get a high number
of staff who have been with the hotel for a long period so as to get a clear
understanding of the reasons to what satisfies employees.
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Question 2

How satisfied are you in your job?

The above chart shows that 8% of respondents are very satisfied in their job, 24%
are satisfied. 20% of staff members are neither satisfied or dissatisfied. Over 30% of
respondents were dissatisfied in their job while 16% of respondents were very
dissatisfied.

The graph shows that 31% of those who were surveyed were

dissatisfied in their job to an identifiable degree, with nearly a sixth, 16%, very
dissatisfied.
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Question 3

What in your opinion^ are the main causes of employee dissatisfaction.

Twelve percent of the respondents felt that “difficulty in satisfying customer needs”
were the main cause of employee dissatisfaction. 24% of respondents blamed poor
communications with management as being the main cause of employee
dissatisfaction.

28% chose poor employee morale as the main reason for

dissatisfaction. 19% and 17%, respectively, believed that poor salary and poor work
conditions were a major cause of dissatisfaction.
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Question 4
What would be the rate of return of satisfied customers to your hotel?

The respondents showed that there was considered to be a

41% rate of low

incidence of return customers to Irish hotels; A perceived high incidence of return
customers of 23%, while a medium incidence of 36% rate of return customers was
indicated.
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Question 5
How often do customers voice their dissatisfaction in the hotel?

47
50 f //'
45 y y

40 K,../"
35
30
25 y y

21

20

15
10

,y

y

OK
Often

Sometimes

Rarely

The above graph indicates that 32% of customers often voice their dissatisfaction
while in the hotel. 47% are considered to sometimes voice their dissatisfaction,
while 21% of customers are thought to rarely do.
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Question 6

Would customers voice their complaints to:

Management

Staff

10

20

30

40

50

60

Fifty seven percent of complainants are considered to voice their complaints to
management, while 43% voice complaints to staff members.
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Question 7
Do you feel as a member of staff of this hotel that you have the ability
to handle complaints?

Thirty one percent of staff felt they had the ability to handle customer complaints,
while 69% of staff felt they could not handle complaints. This is an important issue
for hotels to consider as they should be looking to empower their staff and giving
them more control when dealing with customers.
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Question 8
Does it increase your job satisfaction when customers return on
occasion to the organisation?

Seventy three percent of the respondents felt that it increases their job satisfaction
when customers return to the organisation. Only 27% answered “No”.
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Question 9
For what reasons in your opinion do customers return to the hotel?

Thirty nine percent of respondents answered that good service was the main reason
why customers return to the hotel. Thirty five percent believed that it was the
rapport developed with staff. Both good service and rapport with staff work hand in
hand with each other as good quality staff are required in order to deliver a good
service to the customer. Fourteen percent felt that cleanliness was important to
customers returning, while 12% thought conditions of surroundings was important
for customiers.
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Question 10

How important are the following in increasing your job satisfaction?

12%

14%

□ Good Work Conditions

14%

■ Good rates of pay
□ interaction with other staff
members
□ rapport with customers

26%

15%

■ relationships developed
with customers
□ relationships with
management

19%

Twenty six percent thought that relationships with other customers, was the most
essential reason. Nineteen percent of those surveyed viewed developing a rapport
with customers as very important. Fifteen percent felt that interaction with other
staff members was an important factor. Fourteen percent were of the opinion that
relationships with management, was the most important reason in increasing job
satisfaction. Fourteen percent believed good rates of pay were very important in
increasing job satisfaction.

Twelve percent of employees chose good work

conditions as the most important reason for increasing job satisfaction.
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SUMMARY OF EMPLOYEE SATISFACTION SURVEY
QUESTION

01
Q2

RESULTS

How long have you worked with this

0-6 mths - 13%, 7-12 mths - 17%, 1-2 yrs -

organisation?

19%, 2-5 yrs - 27%, over 5 yrs - 24%

How satisfied are you in your job?

Very satisfied - 8%, satisfied - 24%, neither
satisfied nor dissatisfied - 20%, dissatisfied 31 %, very dissatisfied - 16%

Q3

What in your opinion, are the main

Difficulty in satisfying customer needs - 12%,

causes of employee dissatisfaction?

poor communications with mgt - 24%, poor
employee morale - 28%, poor salary - 19%, poor
work conditions - 17%

Q4

What would be the rate of return of Low incidence - 41%
satisfied customers to your hotel?

Medium incidence - 36%
High incidence - 23%

Q5
06

How often do customers voice their

Often - 32%, Sometimes - 47%,

dissatisfaction in the hotel?

Rarely - 21 %

Would

customers

voice

their

Management - 57%, Staff-43%

complaints to:

Q7

Do you feel as a member of staff of Yes - 31%

No - 69%

this hotel that you have the ability to
handle complaints
Q8

Does it increase your job satisfaction

Yes - 73%

No - 27%

when customers return on occasion
to the organisation?

Q9

For what reasons in your opinion do

Good

service

-

39%,

cleanliness

-

14%,

customers return to the hotel?

conditions of surroundings - 12%, rapport with
staff-35%

Q 10

How important are the following in

Good work conditions 12%, good rates of pay -

increasing your job satisfaction ?

14%, interaction with other staff members - 15%,
rapport with customers - 19%, relationships
developed with customers - 26%, relationships
with management - 14%
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4.3

•

Customer Questionnaire Explained (Appendix B)

Question 1 was a scaled response question. Customers were asked to rate the
main causes of customer dissatisfaction from 1-6. This gave the researcher
an excellent indication of the main reasons as to why customers were
dissatisfied in Irish hotels.

•

Question 2 was a dichotomous type question where there are only two
possible answers. Respondents were asked if they felt that staff contributed
to their stay while in a hotel. In the case of the questionnaire Yes or No were
the options.

•

Question 3 asked whether people complained in Irish hotels, this was very
important as it allowed the researcher to ascertain levels of complaint in the
hotel industry and thus satisfaction levels.

Question 4 relates to Question 3 where it asks the respondents if they had a
reason to complain, did they actually do something about it and complain
officially to staff

Question 5 leads on from Question 4. It asks if the complaint was made, was
it dealt with to the customer’s satisfaction. It is an example of a contingency
style question.

Question 6 is one of the key questions in this questionnaire as it asks
respondents if they met the same personnel on return visits to the hotel they
stayed in.
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Question 7 asked respondents to rate how important they felt it was to meet
the same personnel on return visits. It was a multiple choice question where
the customer was asked to tick one box.

Question 8 was also a dichotomous question where the respondent was asked
if staff are adequately trained to deal with customers issues and
requirements.

Question 9 lead on from Question 8 on the subject of employee training in
the workplace.
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Customer Satisfaction Survey Results

4.3.1

Question 1
What in your opinion are the main causes of customer
dissatisfaction?

unfriendliness of
staff
unhelpfulness of
staff
quality of hotel

Ca>

<o

ro

lO

price

cn
10

20

30

40

50

The above graph shows that 39% of the total respondents gave unhelpfulness of staff
the main reason for their dissatisfaction while staying in an Irish hotel. 14% of the
respondents chose the unfriendliness of staff as a major cause of their
dissatisfaction.

154

Chapter 4: Research Findings

Question 2

Do you feel that staff contribute to your satisfaction while in the
hotel?

The above bar chart shows that over 83% of respondents feel that staff contribute to
customer's satisfaction while staying in the hotel. This shows how important staff
are to ensuring customer’s enjoyment while staying in a hotel.
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Question 3
Have you ever had cause to complain in an Irish Hotel?

This pie chart shows that 40% of respondents surveyed had cause to complain while
staying in a Irish hotel.

It is undoubtedly a matter of concern that such a high

proportion, two in five people expressed that they are dissatisfied with the service
they receive in Irish hotels.
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Question 4

Did you complain?

As the above chart shows, of the 40% of people who had cause to complain, 75% of
them did complain to the hotel.
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Question 5

If yes, was it dealt with to your satisfaction?

74% of complainants felt that their complaint was dealt with to their satisfaction.
However, 26% of complainants did not feel their complaint was dealt with correctly.

158

Chapter 4: Research Findings

Question 6

Do you meet the same personnel on your return visits?

Only 35% of respondents said that they met the same personnel on return visits. It is
likely that different, unidentified factors may have contributed to the 65% No
Response.
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Question 7

How important is it to you to meet the same personnel on your
return visits?

100n
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very
important neither unimportant very
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important or
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unimportant

As can be seen from the above graph, over 40% of all respondents found that it was
important to meet the same personnel on returning to a hotel. 30% of respondents
thought it was very important to meet the same personnel. This shows that over
70% of all those surveyed found that it was meeting the same personnel was an
important feature of their stay.
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Question 8

Do you feel that staff are adequately trained to deal with all
customers issues and requirements?

Fifty one percent of respondents felt that staff were not trained correctly to deal with
customer’s issues and requirements.
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Question 9
Do you think that this training is consistent throughout all members
of staff in the hotel?

(*>
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•>1
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o
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70% of customers believe that 48% of staff are trained and that this is consistent
throughout all members of staff, whereas a significant minority of customers 30%
do not think that it is consistent.
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SUMMARY OF CUSTOMER SATISFACTION SURVEY

QUESTION

Ql

Q2

RESULT

What in your opinion, are the main

Unhelpfulness of Staff - 39%

causes of customer dissatisfaction?

Price - 25%

Do you feel that staff contribute to your Yes - 83%

No - 17%

satisfaction while in the hotel?
Q3

Have you ever had cause to complain

Yes - 40%

No - 60%

in this hotel?
Q4

Did you complain?

Yes - 75%

No - 25%

Q5

If yes, was it dealt with to your Yes - 74%

No - 26%

satisfaction?
Q6

No - 65%

Do you meet the same personnel on Yes - 35%
your return visits?

Q7

How important is it to you to meet the Very Important - 30%
same personnel on your return visits?

Q8

Important - 40%

Do you feel that staff are adequately Yes-49%

No-51%

trained to deal with all customer’s
issues and requirements?
Q9

Do you think that this is consistent Yes - 70%

No - 30%

throughout all members of staff in the
hotel?
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5.1

Introduction

As demonstrated, research conducted for this study was in the form of two surveys one for employees and one for customers. The objective of this is to identify the
link if any, between employee retention and customer retention.

The customer

satisfaction survey was undertaken at Cork Airport where outgoing tourists and
hotel visitors were surveyed and the employee survey was undertaken in ten Irish
hotels. The information that was obtained proved very interesting and effectively
answered the research questions. The first part of this chapter shows the results of
the employee survey, the second part of the chapter examines the results of the
customer survey.

5.2

Employee Satisfaction Survey

This section of the discussion chapter examines the results of the employee
satisfaction survey. Ten Irish hotels took part in the survey where twenty employees
were asked to fill out the survey from each hotel. The number of returned sur\'eys
was 189.

The employee satisfaction survey had 10 questions in total. Many of the questions
were easy to fill in as the respondent had to tick the appropriate box or rate various
factors, (see appendix A). The following section presents a detailed discussion of the
findings for each question.
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Question 1

How long have you worked with this organisation?

Thirteen percent of staff have been with the hotel for a period of between 0-6
months, 17% have been with the hotel for between 7 and 12 months. Over 51% of
respondents have been working in the same hotel for over one year. This question is
important as it gives an insight into the statistics of the employees that were
surveyed. As stated in chapter 3, staff that had been employed by the hotel for less
than 6 months did not fill out the survey. The main reason for this was that the
researcher found it important to survey only staff that were employed for longer than
6 months so as to get a more informed insight into the hotel.

This would not be

possible with staff that had worked in the hotel for less than one year. It also was
important in identifying the link between employee and customer retention.
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Question 2

How satisfied are you in your job?
Eight percent of respondents are very satisfied in their job, 24% are satisfied, 20% of
staff members are neither satisfied nor dissatisfied. Over 30% of respondents were
dissatisfied in their job while 16% of respondents were very dissatisfied. These
results show that 46% of those who were surveyed were in some way dissatisfied in
their job. This is a very high rate of dissatisfaction among employees in the hotel
industry. It is very important to satisfy your employees so that they will stay in their
job and provide a good service to customers of the hotel.

Employee retention is very important when there is a very tight labour market.
Workers in the new millennium are increasingly becoming better educated and more
confident. If employees are unhappy in their workplace they will look for work
elsewhere, particularly in a tight labour market.
It is very important to develop loyalty between employees and a firm. Loyalty is
defined as “A refinement of retention as it involves not only allegiance, but also
faithfulness'’' (Hawkes, 2000). Employees who are not loyal are unlikely to build an
inventory of customers who are. There are some very practical reasons why this is
true:

•

It takes time to build solid personal relationships with customers.

•

Loyal employees have greater opportunities to learn and increase their
efficiency.

•

The money these employees save their employers in reduced recruiting and
training costs can be invested somewhere else.

167

Chapter 5: Discussion of Findings

•

Finally, the same business philosophy and operational policies that earn
employees’ loyalty and boost their morale are likely to work for customers.
(Reichheld, 1996b)

Most managers would prefer to have loyal employees - just as they would prefer to
have loyal customers but few are willing to spend the money and make the effort to
earn that loyalty.

Employees need to be satisfied if they are to work well in an organisation. Locke,
(1976) defines employee satisfaction as '"a pleasurable or positive emotional state
resulting from the appraisal of ones job or job experiences”. Companies can have
different methods of satisfying their employees. As shown further on in the survey,
money is not necessarily the best motivator for staff There are other methods,
which result in a higher satisfaction rating such as good management and
relationships with staff and managers. Flora Bacco states ''Just throwing money at
people isn’t going to he enough to keep them. If they don’t like the company, the
people they work with, or the way they ’re treated, they ’ll leave”.
When companies put the right employee in the right job they will find they will have
a happier, more caring and motivated employee. This employee will be more likely
to develop the skills necessary to do her/his job well and s/he will also be more
receptive to learning and less likely to seek employment elsewhere. Quality training
without quality selection of employees will result in tremendous amounts of lost
revenue and time spent on employee recruitment. This will also result in extremely
low employee retention (Schreiber, 2000).

The researcher is of the opinion that if employees are dissatisfied in their jobs then
they are unlikely to interact with customers in such a way that would lead to high
customer satisfaction ratings. Thus it is extremely important for service managers to
aim to keep a happy workforce.
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Question 3

What in your opinion are the main causes of employee dissatisfaction?

Twelve percent of the respondents felt that “difficulty in satisfying customer needs”
was the main cause of employee dissatisfaction. 24% of respondents blamed poor
communications with management as being the main cause of employee
dissatisfaction.

28% chose poor employee morale as the main reason for

dissatisfaction. 19% and 17%, respectively, believed that poor salary and poor work
conditions were a major cause of dissatisfaction. It is very important to note that
poor salary and poor work conditions only accounted for 36% of the overall total.
The researcher points out that staff are not as motivated by money, as it might be
thought, in popular belief terms. The researcher also noted that 12% of employees
were dissatisfied in their Job due to difficulty in satisfying customer needs. This is
an important figure as it shows that staff believe they can satisfy customers.
Some of the factors listed by employees as further reasons for dissatisfaction
included:

•

Problems in dealing with difficult customers.

•

Some staff members not knowing their position within the firm.

•

Lack of knowledge of services and products.

•

Lack of training provided when started job.

•

Not knowing who to go to when a problem arose at work.

Satisfaction can be defined as ''the fulfilment or gratification of a desire, need, or
appetite. Pleasure or contentment derived from such gratification. A source or
means of gratification ” fhttp://www.answers.com/satisfaction&r=67). Satisfaction
of employees is very important if they are to work well in an organisation. There is
an accepted relationship that there exists a link between employee satisfaction and
employee turnover.

Management at all times

must monitor employee
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dissatisfaction. If an employee is unhappy at work, then they will not provide the
best service to customers, therefore understanding the reasons why employees are
dissatisfied is an essential service management task.
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Question 4

What would be the rate of return of satisfied customers to your hotel?

The respondents indicated that there is a 41% rate of low incidence of return
customers to Irish hotels. There was a 36% rate of medium incidence of return
customers and a 23% high incidence of return customers. In some of the hotels, the
staff would not have known what the rate of return of satisfied customers would be,
whereas other hotels held databases on their return guests for future reference for the
staff.

It is very beneficial to keep a record of the number of return visitors in a hotel. It is
also an efficient method of examining how successful the hotel is in satisfying the
customer and where there is potential for improvement. It is interesting to note that
over 50% of customers return to the same hotel. There exists, therefore, strong
potential for the development of relationships with such customers. This highlights
the potential for increasing the return rate if the factors encouraging customer
retention are properly addressed.

171

Chapter 5: Discussion of Findings

Question 5

How often do eustomers voiee their dissatisfaction in the hotel?

The results from this question show that a total of 79% of customers voice their
dissatisfaction while in the hotel whereas 21% of customers rarely do. These figures
are key statistics for a hotel to examine.

From the results of the customer

satisfaction survey, 75% of customers voiced their dissatisfaction. This shows that
both staff and customers have the same impression of the level of dissatisfaction
expressed in a hotel setting. Generally, people do not like to complain unless the
service is particularly poor. However, we are now living in a time where more and
more people will complain when a problem occurs in a hotel. As was discussed in
the previous question, customer satisfaction is very important in ensuring
profitability for any company.

It is very important to satisfy your customer base as much as possible. Customer
satisfaction measures how well a customer’s expectations are met by a given
transaction. Levitt, (1983) and Webster, (1994) propose that customer satisfaction is
a fundamental concept in marketing and its pursuit an important goal for businesses.

Most problems in service industries are people problems.

The inseperability of

service from staff, the heterogenity and difficulty in standardising the service all
mean that most marketers find it difficult to exercise control over how well
customers are treated.
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Question 6

Would customers voice their complaints to Management or Staff:

Fifty seven percent of customers would voice their complaints to management while
43% of customers voiced their complaints to staff members. It is very important to
have a correct strategy in place for dealing with complaints. It is most beneficial for
a hotel or company to have a few people in charge of dealing with complaints rather
than one person or the manager on duty at the time a complaint is made. It can be
seen from the results of this question that the majority of complaints are dealt with
by management in Irish hotels.
The complaints process can be a major source of customer satisfaction or customer
dissatisfaction.

If the complaint is dealt with well, then it can be a source of

customer satisfaction and vice versa. It is the researchers belief that if employees
are trained to deal with complaints and customers encouraged to voice their
complaints to employees, that resolution of complaints would swiftly be dealt with,
leading to increased satisfaction for both customers and employees.

The servunction model shows the interaction between provider and customer during
the service experience, thus it is the researcher’s contention that if complaints are
dealt with by employees as soon as a problem is encountered then the service
process will suffer from less stoppages and the overall service experience will be a
more satisfactory one.

Higher satisfaction ratings may lead to higher retention

ratings.
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Question 7

Do you feel as a member of staff of this hotel that you have the ability to handle
complaints?

Thirty one percent of staff felt they had the ability to handle customer complaints
while 69% of staff felt they could not handle complaints. This is an important issue
for hotels to consider, as they should be looking to empower their staff and give
them more control when dealing with customers. 31% is a comparatively small
proportion of staff that feel they have the ability to deal with complaints.

The

researcher suggests that customer satisfaction can arise from the way in which the
complaint is handled and as discussed in question 6, if the complaint is dealt with
efficiently and effectively it can result in a good service experience for the customer.
Empowerment is defined by Carlzon, J., (1987) as ''to free someone from rigorous
control by instructions, policies, and orders, and to give that person freedom to take
responsibility’ for his ideas, decisions, and actions is to release hidden resources that
would otherwhse remain inaccessible to both the individual and the organisation'".
Bateson, (1995) defines empowerment as sharing with frontline employees four
organisational ingredients:

1.

Information about the organisations performance.

2.

Rewards based on the organisations performance.

3.

Knowledge that enables employees to understand and contribute to
organisational performance.

4.

Power to make decisions that influence organisational direction and
performance.
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Zemke and Schaaf, (1989) in The Service Edge: 101 Companies that make profit
from Customer Care, note that empowerment is a common theme running through
many, even most, of their excellent service businesses such as American Airlines,
Marriot and American Express.

To Zemke and Schaaf, empowerment means

“turning the front line loose”, encouraging and rewarding employees to exercise
initiative and imagination.

The management of customer relationships is critical in the service industry in
particular as customers may seek ongoing relationships with service providers to
reduce their perceived risk in evaluating services characterised by intangibility and
credence properties. In addition, due to the intangibility and the interpersonal focus
of services, customers are more likely to form relationships with individuals and
with the organisations they represent than with goods.
Employees are the primary if not sole contact point for the customer both before and
after the purchase. Customer retention is the missing link between customer
satisfaction and profitability (Oliver et al., 1996). Daffy, (1999) shows that in a
survey conducted on How companies lose their customers, 68% of customers go
elsewhere because the people who serve them are indifferent to their needs. They
just don’t care!
Chapter 2 of the Literature Review, Figure 2.10 shows how customer retention leads
to employee pride as the employees feel contented that customers are happy and
return to the organisation. This, then results in employee satisfaction and employee
retention.

It is the researcher’s belief that if the 31% figure discovered in the

research was increased with more employees having the ability to handle complaints
then emiployee satisfaction and retention would improve.
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Question 8

Does it increase your job satisfaction when customers return on occasion to the
organisation?

Seventy three percent of the respondents felt that it does increase their job
satisfaction when customers return to the organisation. Only 27% answered “No”,
that it does not increase their job satisfaction. When employees are satisfied in their
jobs, this results in them staying in that job. This then has a knock-on effect due to
the fact that the employees enjoys their work, they will provide a better service to
the customer which will then result in increased customer satisfaction which will
have a positive effect on customer retention figures. Due to increased customer
retention and customer satisfaction, employee satisfaction will increase.
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Question 9

For what reasons in your opinion do customers return to the hotel?

Thirty nine percent of respondents answered that good service was the main reason
for customers returning to the hotel. 35% believed that it was the rapport developed
with staff. Both good service and rapport with staff work hand in hand with each
other as good quality staff are required in order to deliver a good ser\dce to the
customer.

14% felt that cleanliness was important to customers returning, while

12% thought conditions of surroundings was important for customers.

The survey shows that 74% of employees believe that customers return either
because of the service they received or the rapport they experienced with staff.
Employees recognise that they are central to customer satisfaction. Management
also need to realise this and hold onto employees. The researcher identifies high
figures for both employees and customers. Question 2 in the customer satisfaction
survey indicated that 83% of customers felt that staff contribute to their satisfaction.
There is a high correlation between both sets of figures, highlighting that staff are
very important in ensuring that customers return to an organisation.
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Question 10

How important are the following in increasing your job satisfaction?

Twelve percent of employees chose good work conditions as the most important
reason for increasing job satisfaction. 14% believed good rates of pay were very
important in increasing job satisfaction. 15% felt that interaction with other staff
members was an important factor.

19% of those surveyed viewed developing a

rapport with customers as very important.
customers, was the most essential reason.

26% thought that relationships with
14% were of the opinion that

relationships with management, was the most important reason in increasing job
satisfaction.

It is clear to see that two main categories are identified. 45% of employees feel that
customer relationships increase their job satisfaction while 55% feel the factors are
work related. In order to increase employee retention, hoteliers need to improve
work conditions and empower them in their interactions with customers. This will
result in increased employee satisfaction leading in turn to improved retention
figures. This will lead to increased customer satisfaction and importantly result in
larger customer retention statistics.
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5.3

Customer Satisfaction Survey

The customer satisfaction survey has nine questions in total. The length of the
survey was considered to be important as customers found the survey quite easy to
fill in while addressing all the areas of interest to the researcher (see appendix B).
This resulted in a large number of respondents completing the questionnaire with a
total of 355 returns. The following section presents a detailed discussion of the
findings for each question.
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Question 1

What in your opinion are the main causes of customer dissatisfaction?
This question identifies some very important key factors for the purpose of the
study. It shows that 39% of respondents found that unhelpfulness on the part of staff
had a major role to play in the dissatisfaction of customers.

The research also

indicates that the third highest dissatisfaction reason among customers was the
unfriendliness of staff in hotels in Ireland. It can be concluded therefore that staff
have a significant part to play in customer’s service experience.

Some of the other reasons that were listed as causes of dissatisfaction include:
■

No satisfaction when complaint made.

■

Untidiness of rooms.

■

Staff chatting to each other while waiting to be served.

■

Staff acting unprofessionally - for example, chewing gum, laughing
while speaking, taking private phone calls while checking customers in.

■

Bookings lost.

■

Door keys not working.

■

Lack of understanding of management and staff regarding special
facilities.

■

Lifts not working.

One of the objectives of the research is to understand the element, which result in
customer satisfaction.

Question 1 examines the main causes of customer

dissatisfaction and from a mirror image of it one can determine what is important to
customers when they go to a hotel in Ireland.
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Levitt, (1960) stated, ''customer satisfaction is the ultimate goal of any business''.
The long-term view of marketing is that if marketers give customers what they want,
they will come back.

All aspects of business should be on how to satisfy the

customers and keep them happy.

Staff are a major element in what can be described as the overall service experience
for customers.

Staff must be seen as a major asset of the hotel and treated

accordingly thus ensuring that they are happy and contented in their job and
consequently provide a good service to the customer. Peters and Waterman, (1982)
recommend that staff should be treated with dignity and respect as adults and as
partners.

Rosenbluth, (1992) echoes Peters and Waterman in that he states

"companies should put their people first, yes, even before their customers".
If a company/hotel can focus on their employees and the skills that they have in
dealing with customers, this would result in a much lower customer dissatisfaction
rate for Irish hotels. Staff are the most important factor when examining the causes
of customer dissatisfaction.

In a survey undertaken by Daffy, (1999) 68% of

customers defected due to the people who served them, as they were indifferent to
the customers needs. This percentage is a very substantial figure, and it shows the
importance of staff in satisfying customer needs and wants. This research supports
such a finding, given that unhelpfulness and unfriendliness of staff were two of the
top tliree causes of customer dissatisfaction among respondents to the research.

Satisfying customers should be the main focus for any business indeed, as stated
above, customer’s satisfaction should be the ultimate goal of any business. The
importance of staff in attaining this goal is very evident. People are one of the most
important factors in the services industry as in the majority of cases it is the people
who provide the service, thus hotel management need to be advised that service
providers remain the main reason for customer satisfaction/dissatisfaction and so
need to be trained accordingly.
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Question 2

Do you feel that staff contribute to your satisfaction while in the hotel?

This question demonstrates the importance of staff in a hotel. A large majority of
customers, 83% believed that employees contribute hugely to the success of hotel
service in Ireland. Only 17% of people did not think that staff had a part to play in
customer’s satisfaction. When breaking this figure down, one will see that from the
above percentage, 8 in 10 people see staff as the main pinnacle of customer
satisfaction. When customers are satisfied they are more likely to return to that
provider in the future. Therefore in the attempt to understand what causes customers
to stay and return to organisations, one can conclude that satisfaction with staff is of
primary importance.
Customer’s satisfaction with an organisation’s products or services is often seen as
the key to an organisation’s success and long-term competitiveness.

In a study

conducted in the United States, 40% of customers interviewed listed poor service as
the main reason for their switching to the competition (Blume, 1988). Most service
problems in service industries are people problems. The inseparability of service
from staff, the heterogeneity and difficulty in standardising the service all mean that
most marketers find it difficult to exercise control over how well customers are
treated. Indeed, Dearick et al., (1997) states that people are an important aspect of
the services marketing mix, as in many circumstances the service cannot be
separated from the person providing it.

Thus, the importance of staff is very evident in all aspects of services marketing
theory. As demonstrated in Figure 2.3 in the Services Section in the Literature
Review, the servunction model illustrates people as being the integral part of the
visible aspect of services. The figures from this survey is one which hotel managers
need to be aware of, as it is a signal to them to improve their recruitment processes
to ensure that only the best staff are employed. It also goes mueh further than that.
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hotel managers need to have retention policies in place where they aim to keep the
best staff with the hotel. It is very important to identify your best staff because there
is evidence to support the notion that companies/hotels should not try to keep all
staff but just the best staff
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Question 3

Have you ever had cause to complain in an Irish hotel?

Forty percent of customers have had cause to complain while staying in an Irish
hotel while 60% did not have a cause to complain. This was an important question
in the survey as it was essential in discovering if dissatisfaction occurs in Irish
hotels. The survey shows that 4 out of every 10 customers in a hotel have been
dissatisfied by the hotel at some point. This 40% figure is quite a significant figure
when one takes the example that one of the hotels surveyed has a daily guest number
of 250 people.

40% of this figure is actually 100 complaints which is a very

significant figure when it is applied to everyday situations.

Customer satisfaction can be increased or decreased depending on how the
complaint is dealt with by staff.

If the complaint is dealt with quickly and is

resolved efficiently, then customer satisfaction will be high, the goal which all hotels
should strive for. The opposite is apparent when complaints are not dealt with
effectively. As indicated previously, higher customer satisfaction ratings lead to a
higher percentage chance of customers returning, therefore swift reduction of
complaints is essential when aiming to encourage repeat custom.
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Question 4

Did you complain?

This question follows on from Question 3 where it asks of those that had a reason to
complain, how many actually did.

The results show that of the 40% who had

reason to complain, 75% of them did complain whereas 25% did not. This figure is
worrying as it means that 1 in 4 customers are walking out of a hotel that had a
problem with some part of the service but did not complain about it.

When a

dissatisfied customer walks out of the hotel door having not complained, there is a
high probability that they will not return.

Complaints by customers should be encouraged and welcomed as hotels get the
chance to change the service experience for the customer from a negative to a
positive. If a customer complains, they should be treated with the utmost respect
and everything should be done to rectify the problem. Complainers are telling the
firm that there is a operational or managerial problem that needs to be corrected.
Moreover, complainers are providing the hotel with the chance to re-establish the
customer’s satisfaction. Complainers are more likely to do business with the firm
again than non-complainers. Gilly, Stevenson and Yale, (1991) state that successful
firms should view complaints as an opportunity to satisfy unhappy customers and
prevent defections and unfavourable word of mouth.

From speaking to managers in the different hotels surveyed, many of them believed
that the less complaints they receive, then the better the service they were providing.
Flowever, there are general reasons why people do not complain. Some customers
may doubt their own evaluation of the service, others do not complain as they feel
nothing will be done about it. Furthermore, people can feel uncomfortable and
embarrassed when they complain.

Hotels should have a strategy in place for

receiving and dealing with complaints. If a hotel receives a complaint, then it is
their chance to rectify the problem. Complaints should be treated with extreme care
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and attention, since they can ultimately lead to higher satisfaction rates.
Management need to be aware of the reasons why customers complain and will be
better positioned to deal properly with the complaints they receive. There can be
many reasons why customers do actually complain: predominantly, the complainant
wants the undesirable state to be corrected. Complaints also serve as a mechanism
for the customer to regain some measure of control and solicit sympathy, while
some complainants do so to create an impression vis-a-vis their peers. Thus, the
researcher contends that while aiming to reduce the causes for customer complaint is
essential, the encouragement of complaints when the service experience falls short
of customer expectations is fundamentally important in the overall management of
services marketing.
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Question 5

Was the complaint dealt with to your satisfaction?

Seventy four percent of those that did complain stated that they were satisfied that
their complaint was dealt with to their satisfaction, while 26% disagreed. A high
satisfaction rate from complaints is crucial in retaining customers. It is of great
importance that complaints from customers are dealt with efficiently and correctly.

It is very important for hoteliers to understand fully how important it is to correctly
deal with a complaint once it is received. At this point, the customer is giving the
hotel the opportunity to take this unfavourable experience and turn it into a positive
one for the customer. This will then result in a customer who may return to the
hotel, as s/he would have had a favourable experience in the hotel.

There are four key skills required when managing complaints:
1. Attentiveness
The customer needs to be treated as an individual. Staff needs to be trained
correctly. It is very important to listen attentively to the customer.
2. Empathy and Rapport

This is the skill of seeing things from the customer’s point of view,
understanding how the customer feels is important.

3. Body Language

There is a skill involved in understanding peoples expressions, appearance and
body movements.
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4. Using the right words at the right time

Issues included here are -

tone of voice.
Informed of all companies products and
services.

(Bateson, 1995).

It is the researcher’s contention that management must aim to provide a better level
of service so as to reduce causes for complaint. A better level of service means
increased customer satisfaction which can lead to increased customer retention.
Customer retention can be defined as keeping the maximum number of active
customers. Customer retention is the only means for business survival according to
Slee, (1998) who proposes that one must establish a customer retention goal that
reads something like this: ''Every Customer that we do business with today, we will
do business with forever \

It makes economic sense to try to keep as many customers as possible. Balances
grow over time as interest accrues. The expense of acquiring a new customer is only
incurred in the first year, the cost of maintaining a customer is somewhat fixed and
long-term customers are more likely than transitory patrons to expand their
relationships to other products, both liability and asset (Carroll and Rose, 1993).
Companies should look at the management of their complaints procedure as a means
of retaining customers.

The Pareto Rule postulates that 20% of customers typically generate 80% of profits,
therefore the majority of customers, approximately 60%, range from mildly
profitable to breakeven to unprofitable.

The value of a potentially profitable

customer appreciates over time. Research provides compelling evidence that the
most sustainable levels of customer loyalty and retention are achieved through
consistency in service excellence delivery (Muiphy, 2001).
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The following are basic facts about service failure:

■

For every complaint a corporate headquarters receives, there are 19 other
dissatisfied customers who did not take the time to complain,

■

It costs five to ten times more in resources to replace a customer than it does
to retain one.

■

A customer must have twelve positive experiences to overcome one negative
one.

■

An average customer who has a complaint tells nine or ten people about it;
however, customers whose complaints are resolved satisfactorily tell only
five people about it.

■

Most companies spend 95% of service time redressing problems and only
five percent of service time trying to figure out what went wrong to make the
customers angry in the first place.

■

For those companies that do try to do something about their customers’
anger, more than half of all efforts to respond to customer complaints
actually reinforce negative reactions, making the customer even more
dissatisfied.
(Bateson, 1995).

The researcher therefore is of the opinion that having correct mechanisms in place to
encourage customer complaints is firstly essential and, secondly, hotel management
must ensure that those complaints are then dealt with and resolved to the customer’s
satisfaction.
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Question 6

Do you meet the same personnel on your return visits?

Thirty five percent of respondents said that they met the same personnel on return
visits. Over 65% of respondents surveyed answered that they did not meet the same
personnel on their return. It has been shown in Section 2.1 of the Literature Review
that Services Marketing is defined by Berry, (1984) as “a deed, performance, or an
effort which is rendered by one party for another"'. People are the most important
part of service delivery. The servunction model in Figure 2.3 in Section 2.2.3 of the
Literature Review shows that people are at the core of providing services.
Evan and Laskin, (1994) define relationship marketing "as the process whereby a
firm builds long-term alliances with both prospective and current customers so that
both buyer and seller work towards a common set of specified goals".

It is

important to meet the same personnel on each visit so that the customer can develop
a relationship with that staff member, resulting in the creation of loyalty.

Relationship marketing is central to the success of services where service providers
can build relationships with customers. Lovelock, (1983) stated that relationship
marketing can be used ''as a marketing strategy, many service businesses seek ways
to develop formal, ongoing relations with customers in order to ensure repeat
business and /or ongoing financial support". Peter Drucker, (1964) wrote that the
basic purpose of any business was not to sell a product but to create and keep
customers.

In order for relationship marketing to grow, customers must meet the same
personnel on their return visits to ensure a rapport is developed between customer
and staff. Relationship marketing has grown in importance for a number of reasons:
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o More demanding and sophisticated customers,
o

Increased fragmentation of consumer markets,

o

Rapidly changing customer buying patterns.

o The inadequacy of quality in itself to create sustainable competitive
advantages.
Buttle, 1996; Peppers and Rogers, 1995 and Bitner, 1995

Relationship marketing is very beneficial when it is implemented correctly. It can
result in a number of advantages:

1. It is far less expensive to keep an existing customer than acquire a new one.
2. Existing customers tend to spend increased amounts year on year.
3. Existing customers are more willing to try some new products and services
than new customers.
4. Customer satisfaction can be greatly increased when a customer feels their
needs are looked after.

The results of this question show that only a small amount of customers meet the
same personnel when they return to a hotel and thus the researcher concludes that in
such circumstances the potential for building relationships is diminished.

191

Chapter 5: Discussion of Findings

Question 7

How important is it to you to meet the same personnel on your return visits?

Over 40% of all respondents found that it was important to meet the same personnel
on returning to a hotel while, 30% of respondents thought it was very important to
meet the same personnel. This shows that over 70% of all surv^eyed found that it
was important to some degree to meet the same persomiel. This question leads on
from question 6 where respondents were asked do you meet the same personnel on
your return visits?

If one does not meet the same personnel on their return visits, then it is impossible
for a rapport/relationship to develop between personnel and customers. The benefits
for businesses to develop relationships with their customers have been documented
for years. Reichheld and Sasser, (1990) show that research has proven that it is far
less expensive to retain a customer than to acquire a new one. As a customers’
relationship with the company lengthens, companies can increase profits by almost
100% by retaining just 5% more of their customers. As well as financial rewards,
there are also strategic benefits. The increasingly competitive nature of markets has
resulted in developing superior ongoing relationships with customers to supplement
a firm’s competitive advantage and the emergence of powerful, user-friendly
databases has enabled large companies to know more about their customers,
recreating in a computer what the small business owner knew in his or her head
(Palmer, 1996).

Thus, it is widely recognised in the literature that relationship

development is important in the overall success of service industries. Importantly
however, it is also recognised by customers with 70% of those surveyed for this
research indicating the importance of meeting the same personnel on return visits.

Linking this then with question 6, 70% of respondents believe it is important to meet
the same personnel however 65% of people do not meet the same personnel on their
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return visits. This surely is a worrying statistic for hotel managers in their quest for
customer satisfaction and ultimately relationship development.
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Question 8

Do you feel that staff are adequately trained to deal with all customers issues
and requirements?
Fifty one percent of respondents felt that staff were not trained correctly to deal with
customer’s issues and requirements. Staff training is very important especially in
the services industry, as people are central to the success of service delivery.
Marketers must ensure that they have the right service personnel to provide the level
of service the customer expects. They must also devote resources to the training and
development of their service personnel.

Internal marketing is illustrated in Figure 2.2 of the Literature Review. Berry and
Parasuraman, (1991) define internal marketing as "'viewing employees as internal
customers, viewing jobs as internal products that satisfy needs and wants of these
internal customers while addressing the objectives of the firm”. "The process of
ensuring that staff of the firm are committed to the goal of ensuring the best possible
treatment of customers has been labelled “internal marketing'', (Barnes, 1989).
This concept relates to the application of marketing principles to "selling the staff'
on their role in providing customer satisfaction (Gronroos, 1985). Staff should be
well trained to deliver the service, to dress in the required manner and to deal with
people but also to appreciate the importance of service quality.

In Figure 2.7 of the Literature Review, the cycle of success is illustrated. It shows
that training should be continuous and empowerment practices should be put in
place to allow staff to control quality.

Training has to be a constant practice

employed by hoteliers for their staff members.

Even if only one complaint is

received, it is usually the case that more than one person was not satisfied with the
service but just did not bother complaining. "Empowerment" is where key members
of staff are given the power to help satisfy customer needs rather than having to
contact a managerial member of staff.

Empowerment is defined as "To free
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someone from rigorous control by instructions, policies, and orders to give that
person freedom to take responsibility for his ideas, decisions, and actions is to
release hidden resources that would otherwise remain inaccessible to both the
individual and the organisation’’^ (Carlzon, 1987). Empowerment ensures that the
staff member can deal with complaints immediately rather than having to find a
manager or superior to deal with the customer’s complaint. There are many reasons
for emphasising the growth and development of employees. Some of these include:
•

Creating a pool of readily available and adequate replacements for personnel
who may leave or move up in the organization.

•

Building a more efficient, effective and highly motivated team, which
enhances the company's competitive position and improves employee
morale.

•

Improved customer satisfaction.

•

Improved

employee

satisfaction resulting

from

improved

customer

satisfaction.

Research has shown specific benefits that a business receives from training and
developing its employees including:
•

Increased productivity.

•

Reduced employee turnover.

•

Increased efficiency resulting in financial gains.

•

Decreased need for supervision.

(http://www.zeromillion.com/business/personnel/emplovee-training.html)

Employees frequently develop a greater sense of self-worth, dignity and well-being
as they become more valuable to the firm. These factors give them a sense of
satisfaction through the achievement of personal and company goals. In general, the
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longer a staff member is with the organisation the more skills and training they pick
up. This shows that hoteliers should look to retaining their employees in order to
ensure that the staff they have working in the hotel are well-trained and able to deal
with all customer queries.

From the customer’s perspective, 51% of staff are not able to deal with customer
issues. This in the opinion of the researcher can result in greater consequences for
the hotels such as:

■

Customers will not complain to them.

■

Staff will not feel empowered.

■

Customers will complain to management instead.

■

Management deal with issues that staff should have the ability and the
authority to deal with themselves.

■

Solving problems by employees would help in the employee customer
relationship development.
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Question 9

Do you think that this training is consistent throughout all members of staff in
the hotel?

The results of this question shows that 70% of customers believe that 48% of staff
are trained and this is consistent throughout all members of staff Whereas, 30% of
customers do not think that this is so. This question attempts to discover whether
customers believe that all staff are well trained or not, or if they believe there may
be differences in the training of staff members working in different areas. From
surveying many respondents, the researcher was able to understand the customer’s
perspective of the hotel. A lot of customers considered that the managerial levels of
staff were better trained than the receptionists, waitresses, waiters and so on.
It is important that all staff members irrespective of their function in the hotel should
be well trained. As a hotel is a service business, all staff have the potential to meet
the customer. This is very important as when an employee is well trained, they
improve the customer experience, this then can lead to both employee and customer
satisfaction resulting in relationship development.

Schneider and Bowen, (1985) show that employees who develop relationships with
customers provide better service. Customers who receive better service express
fewer complaints and thereby create fewer problems for employees. Employees in
turn react more favourably to encounters with customers. These reactions result in
better service, which again leads to higher customer satisfaction.

It is the

researcher’s contention therefore that all staff members need to be properly trained
to deal with customers and not just those that are considered to be the “face” of the
hotel.
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5.4

Summary of Findings

In this section, the researcher puts forward the dominant findings from the research.
Firstly, the researcher identifies the main results from the customer satisfaction
survey and, secondly, looks at the results of the employee satisfaction surv'ey. These
results are then analysed and contrasted.

5.4.1

Main Findings of Employee Satisfaction Survey

From a thorough analysis of the employee survey, the following findings are
identified:

•

Twenty four percent of employees indicated poor communications with
management and 28% of employees highlighted poor employee morale as
another main causes of dissatisfaction in the workplace.

•

The researcher noted that only 36% of the overall total blamed poor salary
and work conditions as their main cause of dissatisfaction.

•

Of those surveyed 46% of the total were dissatisfied in their job.
These findings are substantial given the tight labour market that exists in
Ireland today, and the opportunity for employees to shop around for more
favourable employment.

Contrary to popular belief the main cause of

employee dissatisfaction is not monetary but is in fact relations with
management and the lack of employee morale.

Management need to

understand the underlying causes of employee dissatisfaction and endeavour
to rectify those so as to ensure a happy workforce and ultimately a happy
customer base.
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•

When further probed on causes of employee dissatisfaction, many of the
employees surveyed believed that they were not properly trained or
empowered in their workplace to ensure that they could handle complaints
correctly. This finding ties in with those earlier identified in the analysis of
the customer surveys. Employees that are trained and empowered to deal
with customer complaints are likely to be more satisfied in their jobs and thus
provide a better level of service to the customer, perhaps leading to both
higher retention ratings for staff and customers

•

Seventy three percent of employees found that it contributed to their job
satisfaction when customers return to the hotel for repeat visits.

This

significant finding is in line with the 70% of customers who stated that they
believe it is important to them to meet the same personnel on return visits to a
hotel.

The researcher can conclude therefore that it contributes to the

satisfaction of both customers and employees when they meet the same
people on return visits to hotels.

These high levels of satisfaction are

essential to the management quest of retaining both employees and customers
and pave the way for loyalty and relationship development in the hotel.

•

Employees recognise that good service is a key factor in customers returning
to a hotel for a repeat visit. This is a very important point as staff are the
provider of this service, and so recognise the importance of themselves in
providing the service. Thus, they are ideally positioned under the appropriate
work conditions to deliver an excellent level of service to the customers.

In summary, the main results of the employee satisfaction survey are:

1.

46% of employees are in some way dissatisfied in their job.

2.

64% cited problems with management, poor employee morale and difficulty in
satisfying customers as the main causes of employee dissatisfaction.

3.

69% of employees feel they do not have the ability to handle complaints.
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4.

73% stated that it improves their job satisfaction when customers return.

5.

Employees believe that customers return to hotels due to good service and
rapport with staff.

The author surmises from this analysis that employee satisfaction results when:

1.

They have improved relationships with management.

2.

They have improved relationships with customers.

3.

They are empowered to deal with all aspects of service delivery and
recovery.

Main Findings of Customer Satisfaction Survey

5.4.2

From analysing the survey, some of the main findings are identified as follows:

•

Thirty nine percent of the respondents stated that unhelpfulness on the behalf
of staff contributed to customer dissatisfaction thus emphasising the
importance of staff in ensuring customer satisfaction for customers.

•

Eighty three percent of customers felt that staff contributed to their
satisfaction while they were staying in an Irish hotel.

This high figure

highlights the significant role that staff play in customer satisfaction ratings,
and directs attention towards the relationship between staff and customers.

•

This result is further emphasised with 70% of all respondents stating that it
was either important or very important to meet the same personnel on return
visits.

From this, it can be concluded that not only do staff contribute

significantly to customer satisfaction ratings, but also that customers wish to
meet the same personnel on return visits to a hotel, and thus the potential for
relationship developm^ent between staff and customers is great.

The
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possibility then for customer loyalty to develop is increased if such
relationships can be nurtured.

•

Despite the fact that 70% of respondents think it is important to meet the
same personnel on return visits to a hotel, 65% stated that they did not meet
the same personnel when they returned to hotels they had previously stayed
in. The importance of this figure cannot be overstated. One can conclude
that if meeting the same personnel is important to customers then it can lead
to positive customer satisfaction ratings, however, if almost two thirds of
respondents do not meet the same personnel, then one potential area for
improving customer satisfaction retention is lost.

•

From conducting informal interviews with hotel managers based on the
surveys, the researcher discovered that many customers are actually “afraid”
to complain - there can be many reasons for this.

•

The researcher also observed that many respondents have unfavourable
service experiences in the sei^vice industry in Ireland and this then results in
customer dissatisfaction in many service areas. In line with previous findings
then, management need to ensure that employees are properly trained to deal
with service failures when they occur, thus providing them with the
opportunity to turn a negative experience into a positive one; improve the
relationship between the employee and the customer, which may then lead to
both higher satisfaction and retention ratings among both groups.

•

Despite the observed necessity for proper staff training and empowerment,
51% of respondents felt that staff are not trained adequately to deal with
customers issues and requirements and 70% believe that this is consistent
throughout all members of staff in a hotel.
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A summary on the main findings of the customer satisfaction survey identifies
that:

1.

Unhelpfulness of staff largely accounts for customer dissatisfaction.

2.

83% of customers believe that staff contribute to their satisfaction when staying
in a hotel in Ireland.

3.

65% of customers do not meet the same personnel on return visits while 70%
believe it is very important to them.

4.

Many customers have unfavourable service experiences when staying in Irish
hotels, however management believe that often such experiences remain
unstated as customers are afraid to complain.

5.

51% believe that staff are not trained adequately to deal with service failures
and customer complaints.

It can be said that the majority of customers believe that staff have a significant role
to play in their satisfaction ratings when staying in a hotel. The author concludes
that staff are critical to customer satisfaction and ultimately retention, in three main
areas:

5.5

1.

Delivery of the Service.

2.

Service Recovery.

3.

Relationship Development.

Summary

The main crux of the thesis is “Does Employee Retention have an indirect impact on
Customer Retention?”. The researcher believes from analysing the literature and
from conducting primary research that there is an indirect link between employee
retention and customer retention. This is illustrated in the below diagram.
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The researcher proposes that a cycle occurs - it starts when the company applies
internal marketing strategies, which then can result in employee satisfaction and
happiness in the workplace. Increased employee retention results when employees
are contented in the workplace as they feel the company values them and the
important job they perform. Due to increased employee retention, staff become
more knowledgeable regarding products and services resulting in a better service
provided to customer ensuring that the potential for customer retention is increased

203

Chapter 5: Discussion of Findings

To further expand on the dominant findings the researcher proposes the following
diagram.

Employee retention leads to customer satisfaction as the customer is served by a
member of staff who has been in the establishment for a substantial length of time
and someone who enjoys their work and is proficient and someone who they meet
on return visits to the hotels. This leads to employee satisfaction, as the employee is
content that they have contributed to the satisfaction of the customer and provided
an excellent level of service, thus reducing customer complaints and maintaining
high service delivery standards.

High employee satisfaction increases the

probability of employee retention. Customer satisfaction also results in customer
retention, because when a customer is satisfied they are more inclined to return to
the same hotel. This, in turn, leads to increased employee retention ratings, as the
employees’ satisfaction is improved when they meet the same customers again.
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In conclusion, the relationship marketing principles of developing loyal and
relationship bonds need (1) be applied to staff members through appropriate internal
marketing strategies, and (2) be applied to customers, where the development of an
interpersonal relationship between employee and customer is central to the long
term retention of customers. In this era of Relationship Marketing, this research
indicates that the human touch is fundamental to both employee and customer
retention in the services industry, and is the primary reason for customers returning
to the same hotel.
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6.1

Introduction

Customer and Employee Retention is concerned with attracting and maintaining
both customers and employees. Customers importance lies with the fact that if they
are satisfied, they will return to the hotel. The longer an employee remains working
in a hotel, the better service they provide to the customer resulting in increased
customer satisfaction.

This research study explored the importance of customer and employee retention,
and through primary research examined the extent to which a link may occur
between both of groups.
Explained below are the main findings from the primary research:

1.

Customers primary reason for dissatisfaction/satisfaction is Staff

Having conducted the primary research, it was noted that the main cause of
dissatisfaction for customers are the encounters they have with staff In a servdce
industry, it is imperative for the staff to be well trained and knowledgeable about the
job that they are providing. When one takes the example of a hotel, the first staff
member the customer comes in contact with is the receptionist.

The hotel

experience can be either a success or otherwise from that point onwards.

2.

Customers need to be retained

The cost is much higher to attain new customers than to keep your current customer
base. Hotels in particular must ensure they can satisfy their customers on a constant
basis so they aim to retain them. Customers who are unhappy with the service in
general will not return to the hotel again. Thus, it is crucial for the hotel to make a
good impression on the customers.
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3.

Poor Complaint Handling

Research conducted among customers revealed that they felt their complaints were
often not dealt with effectively. This then results in customer dissatisfaction. As
explained in Chapter 5, it is imperative for hotels to have a plan in place to deal with
complaints in an efficient and correct manner. When a customer complains, it is an
opportunity for the hotel to turn a poor service into a positive experience for the
customer.

4.

Wages not the most important factor for Staff

It was noted from the research that staff indicated that wages were not the biggest
motivating factor. This is important to note as managers of hotels need to look at
different ways of motivating their staff and use these many tools also to retain their
existing staff Relationships need to be developed between managers and staff to
ensure a good rapport is in place.

5.

Employees need to be retained

As with customers, employees also need to be retained. Many companies spend
significant budgets every year interviewing and training new staff when they should
be concentrating on their current staff in order to ensure they stay with the
organisation. The benefits from employee retention are very apparent. When an
employee remains with an organisation, their knowledge of the company increases
and they become better able to satisfy customers. They are also key in training new
employees.
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6.

There exists a link between Employee Retention and Customer
Retention

Having examined the evidence of the primary and secondary research, it is clear to
see that a link does indeed exist between employee and customer retention. As
illustrated in the concluding section in chapter 5, there is a apparent link between
keeping employees contented in the workplace and their resulting retention ratings.
From this, the employees are well positioned to provide the service that guests
expect as they have the knowledge, skills and positive motivation to deal with the
customer. It follows that the customer is more likely to return to the organisation
when they are satisfied with the service. It is a cycle which can occur resulting in
both satisfied employees and satisfied customers which all organisations should aim
to have. To re-iterate Berry, (1981) ''happy employee leads to happy customer" and
Kaye and Jordan-Evans, (1998) "retaining customers and retaining employees are
two sides of the same coin".
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6.2

Recommendations for Further Research

Customer retention and employee retention encompass a large amount of
opportunity for related research projects. This thesis has presented a number of
issues that would benefit from further research.

1.

Knowledge Acquirement

It was noted from conducting both primary and secondary research that when an
employee leaves an organisation the knowledge that employee has also departs.
Hotels should have a training scheme in place where long-term staff should pass on
the knowledge that they have to new staff.

Job descriptions should also be

implemented in hotels with detailed job roles.

2.

Methods of Retaining Employees

All companies need to look at methods of retaining their employees. As can be seen
from the research, salary is not the main motivating factor. Managers need to put a
plan in place such as reward schemes, bonuses for work done in an efficient matter,
mystery shoppers and rewards for staff that do a good job. Empowerment is also a
major factor that managers should incorporate into each staff members job. Each
employee should feel that they can deal effectively and efficiently with customer
queries.

3.

How to develop relationships between customers and staff

This thesis explained the benefits that can be found from ensuring that staff satisfy
the customers and initiate a relationship with that customer. It would be crucial now
to develop methods that can be used in the Hotel sector to allow employees and
customers develop relational bonds. Many organisations have turned to database
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technology in the quest for relationship development.

In such a climate it is

believed that relationships can be built and facilitated upon a platform of
technology.

This research has revealed however that the human touch and

interaction between staff and customers is essential in maintaining high employee
and customer satisfaction and retention ratings. The researcher proposes that the
literature examine ways of facilitating such relationship development outside of the
technology realm.

4.

Complaint Management

Managers should look at ways to handle and manage complaints that are received.
It is crucial that a good complaint management strategy is in place. A complaint by
a customer allows the company to turn a negative experience into a positive one by
effectively handling that complaint.

Thus, further studies examining complaint

management and employee empowerment is essential.
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Employee Satisfaction Survey in the Hotel Industry
2004
This survey is undertaken as part of a masters research
project. The results will be confidential. Please take 5
minutes to complete the employee satisfaction survey.
Q1

How long have you worked with this organisation?
0-6 months................................................................................................................................................................................ [

|

7-12months............................................................................................................................................................................... |

|

1-2years.................................................................................................................................................................................... |

|

2-5years............................................................................................................................................................. ....................
over 5 Years..........................................................................................................................................................................

Q2

How satisfied are you in your job? (Please tick one box)
1. Very Dissatisfied..............................................................................................................................................................
2. Dissatisfied........................................................................................................................................................................
3. hfeither Satisfied or Dissatisfied....................................................................................................................................
4. Satisfied.............................................................................................................................................................................
5. Very Satisfied...................................................................................................................................................................

If you ticked either 1,2 or 3 piease continue to the next question. Otherwise,
continue to Q.4
Q3

What in your opinion, are the main causes of employee dissatisfaction. (Please rate 1-5 where 1 is
the main cause of dissatisfaction and 5 is the least main cause of dissatisfaction)
Poor Work Conditions

□

Poor Salary

□

Poor Employee Morale

□

Poor communcations with mgt

□

Difficulty satisfying customer needs

________________ □____________________________

Other (Please State).

Q4

What would be the rate of return of satisfied customers to your hotel?
High Incidence...................................................................................................................................................................... |

|

Medium Incidence................................................................................................................................................................. |

|

Low Incidence.......................................................................................................................................................................

Q5

How often do customers voice their dissatisfaction in the hotel?
Often.......................................................................................................................................................................................I

I

Sometimes.............................................................................................................................................................................
Rarely.....................................................................................................................................................................................Q

Would customers voice their complaints to:

Q6

□
□

Staff..........................................................................
Management.

Q7

Do you feel as a member of staff of this hotel that you have the ability to handle complaints?

□
□

Yes
No
Why?

Q8

Does it increase your job satisfaction when customers return on occasion to the organisation?

□
□

Yes
No
Why?

Q9

"For what reasons in your opinion do customers return to the hotel". (Please rate 1-4 where 1 is
the most important reason and 4 is the least important reason.)
Good Service
Cleanliness
Conditions of surroundings i.e. rooms,
views etc
Rapport with staff

Q10

□
□
□
□

How important are the following in increasing your job satisfaction? (Please rate 1-6 where 1 is the
most important reason and 6 is the least important reason.)
Good work conditions
Good rates of pay
Interaction with other staff members
Rapport with customers
Relationships developed with customers
Relationships with managment

□
□
□
□
□
□

Thank you for taking the time to help us with our research - please leave your questionnaire in the box provided at
reception.
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Customer Satisfaction Survey in the Hotel Industry
2004
This survey is conducted for the purpose of a research masters. Please take 5 minutes to complete the
survey.
Customers who are returning to this hotel are only required to complete this questionnaire.
Q1

What in your opinion, are the main causes of customer dissatisfaction. (Please rate 1-5 where 1
represents the main cause of customer dissatisfaction and 5 is the least main cause of customer
dissatisfaction)

1. Unfriendliness of staff..
2. UnHelpfulness of staff.
3. Quality of hotel...........
4. Location......................
5. Price....................
Other (Please State)

Q2

Do you feel that staff contribute to your satisfaction while in the hotel?
Yes.............................................................................................................................
No...............
If Yes, How _

Q3

Have you ever had cause to complain in this hotel?
Yes......................................................................................
No

If you ticked No, Go to question 6.
Q4

Did you complain?
Yes.....................
No

Q5

If yes, was it dealt with to your satisfaction?
Yes.......................................................................
No
If not, why did you return to this hotel _

Q6

Do you meet the same personnel on your return visits?
Yes.....................................................................................................................................................
No......................................................................................................................................................

Q7

How important is it to you to meet the same personnel on your return visits ?

(Please tick one box)

Q8

Very
Important
□

Important

Neither
Important or
unimportant

Unimportant

Very
Unimportant

□

□

□

□

Do you feel that staff are adequately trained to deal with all customers issues and requirements?
Yes.....................................................................................................................................................
No......................................................................................................................................................

Q9

Do you think that this is consistent throughout all members of staff in the hotel?
Yes.....................................................................................................................................................
No......................................................................................................................................................
If No, Why not?

_____________ ____________ _____________________________________

Thank you for taking the time to fill out this
questionnaire. Please drop questionnaire in the box
provided.

